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ANNUAL MEETING OF SHAREHOLDERS 


The Annual Meeting of Shareholders will be held at the 
Calgary Convention Centre, 110 Ninth Avenue S.E., on 
April 25, 1978 at 11:30 a.m. 


ABOUT THE COMPANY 


Hudson’s Bay Oil and Gas Company Limited has been 
engaged in exploring for and developing hydrocarbons in 
Canada for over fifty years and is a major producer of crude 
oil, natural gas and gas related products. Since 1973, 
petroleum exploration activities have been carried on out- 
side of Canada and the Company now has interests in ex- 
ploratory properties in nine other countries and in crude oil 
production in Indonesia. Other activities in Canada include 
the transportation, purchase and sale of crude oil, natural 
gas liquids and sulphur. The Company also is active in coal 
and mineral exploration and has interests in oil sands and 
petrochemical developments. 


At year end 1977, the Company had 18,983,272 common 
shares outstanding. Continental Oil Company, a United 
States based corporation, held 52.9% and Hudson's Bay 
Company, a Canadian corporation, held 21.1%. The re- 
maining 26.0% was held by 8,401 public shareholders. 
Nearly 84.3% of the publicly held shares are owned by 
Canadians and, in total, Canadian shareholders own 43.0% 
of the common shares outstanding. 


FINANCIAL AND OPERATING HIGHLIGHTS 


Increase 
(Decrease) 
ihe eere 1976 Percent 
FINANCIAL — Millions of dollars, except per share amounts 
POLAT AR CY OTUES memento Meet aoe te Cee ren site oe $546.4 $409.1 33.6 
Royalties and Provisions for 
Incomevand:- Others laxestae. “merc one eee sane een $285.9 $206.7 38.3 
IN@tEarnings mr mie ea ect. Cet, Pecan cae $ 98.9 $ 78.7 25.8 
Per Gommonyponal Caner re eer re eaten Yea Snoi22 $ 4.15 25.8 
Pounds: Generated trom OperaiiOns saan © eases tetas nee $189.0 $140.1 34.9 
Per Commonipnaresee y.) wane cen eer etre one ie. $ 9.97 me s39 34.9 
Dividends Declared 
Pee Common nate mcr scence nar ee ers ee tee tere eae $ 1.54 $ 1.43 Tf. 
Capital Expenditures and 
Exploration Expenses cs eaae tie wee ani tray ere aces $130.6 $105.0 24.4 
Workings @a pita lity acer scien escent hel wo, eae utes eects ith ins $ 78.0 $ 46.0 69.5 
Long tlerny Detter cece nh mma se ee ee re erat $ 62.0 $ 81.8 (24.2) 
DharenOldens: EQUILY ey arene tees ore enc ee ene $407.8 $338.1 20.6 
OPERATING 
(see footnote) 
Crude Oil and Natural Gas Liquids Production 
== Barrels Der Gay a. owas oats nants Se ene a tone. aa thene agi 80,888 70,033 15:5 
Natural Gas Sales — Millions of cubic feet per day........ 408.7 417.9 ( 2.2) 
Sulphumodles Long f0ns Per Cay. «t-norm 1,180 797, DD. 
Pipe Line Throughput — Barrels per day................. 112,093 113,191 ( 1.0) 
Drilling Activity — Gross wells............:seeeeee eens 671 400 67.8 
ea Nets wWellSiacpents sas 6+ Sib ste e Mtrn a aa wens 309.8 190.2 62.9 
Oil and Gas Rights — Thousands of net 
ACTCSacl tay CATLCIICaree a sere G ne, meet en ive da cyte nme: \othebeceny cat 21,268 18,266 16.4 
Reserves — At year end 
Crude Oil and Natural Gas Liquids 
eI HIONISVOL DALTClS a. cinan ata eiacmtiae tre a, ean 283.3 306.3 ( 7.5) 
Natural Gase—— Dillions Of cubic feet usec les cee ee 3,380 3,374 yD 
Sulphur — Thousands of long tons................0005 7,304 7,873 (7722) 


Note: Throughout this report the Company’s hydrocarbon production, sales and reserves volumes are reported on the basis of its ownership 
interests before deducting royalties, which are deemed to include participating interests of host governments. 
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DIRECTORS’ REPORT 


Re EOE Aaa aa bau eats 


S. G. Olson 
President and Chief Executive Officer 


1977 REVIEW 


In 1977 the Company again recorded substantial im- 
provements in financial results with higher levels of 
revenues, funds generated from operations and net 
earnings. These financial gains were mainly due to im- 
provements in Canadian crude oil and natural gas 
prices, together with a major addition to crude oil pro- 
duction from properties in Indonesia purchased at 
year end 1976. Additions to reserves from drilling and 
development programs slightly more than offset 
natural gas produced during the year but fell short of 
replacing the production of crude oil and natural gas 
liquids. 


FINANCIAL AND OPERATING RESULTS 


Net earnings for 1977 were $98.9 million or $5.22 per 
common share, an increase of 25.8% over 1976 earn- 
ings of $4.15 per common share. Funds generated from 
operations advanced by 34.9% to $189.0 million or 
$9.97 per common share compared with $7.39 per 
share in the prior year. Dividends totalling $1.54 per 
common share were declared during the year, an in- 
crease of 11 cents per share over 1976. The return on 
total capital employed amounted to 17.3% compared 
with 15.2% for the prior year while the return on 
shareholders’ equity rose to 26.5% from 25.2%. 


Total net revenues increased by 29.7% to $369.4 
million. This substantial advance in revenues is chiefly 
the result of government controlled price increases in 
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Canada and the Company’s first year of crude oil pro- 
duction from Indonesia. The growth in revenues from 
Canadian operations of $58.1 million was augmented 
by $26.6 million in new foreign revenues. 


Production of crude oil and natural gas liquids rose by 
15.5% to average 80,888 barrels per day. The major in- 
crease came from operations in Indonesia where crude 
oil production averaged 9,841 barrels per day. Another 
factor was an advance of 1.4% to 70,981 barrels per day 
in Canadian production as a result of increased market 
demand for heavy crude oil and the addition of new 
sources of production in Alberta. Those production 
gains, however, continued to be eroded by declining 
productivity in older fields. Sales of natural gas of 
408.7 million cubic feet per day were 2.2% below the 
previous year, with a substantial reduction in demand 
for deliveries from established fields largely offset by 
sales from new sources of production that were 
brought on stream during the year. 


EXPLORATION AND DEVELOPMENT 


In 1977, capital expenditures and exploration expenses 
totalled $138.1 million before deducting $7.5 million in 
exploration incentives reimbursed by the Alberta 
government. These total outlays were $27.4 million 
greater than the comparable expenditures in 1976. 


For petroleum exploration in Canada only, expense 
and capital investments totalled $60.8 million com- 
pared with $40.7 million in 1976. The Company par- 
ticipated in the drilling of 131 exploratory wells, of 
which 57 were successfully completed as oil or gas 
wells. Exploration conducted in countries outside of 
Canada involved expenditures totalling $16.5 million, 
versus $9.9 million in 1976. In these areas, the Com- 
pany participated in the drilling of 18 exploratory 
wells which resulted in one discovery and two exten- 
sions of prior finds. Foreign exploration activity was 
conducted in the Norwegian, Netherlands and United 
Kingdom sectors of the North Sea, and in Indonesia, 
Greenland, Ireland and the United States, and acreage 
was acquired in Australia and Egypt. 


Capital spending in Canada for development drilling 
and other production facilities totalled $48.1 million, 
virtually all of which was expended in Alberta. 
Development drilling costs of $25.1 million were 48% 
higher than in the prior year and involved participation 
in the drilling of 500 wells, a significant achievement 
for the Company. New investment in gas plants and 
related facilities of $16.5 million was 11.4% below the 
1976 outlays. Foreign production expenditures in 1977 
totalled $2.5 million, essentially all of which was spent 
in Indonesia. 


In a continuing effort to diversify its operations, the 
Company spent $6.5 million on the investigation of 


new business opportunities during 1977. Exploration 
for coal and minerals was expanded, exploration for 
uranium was resumed, and opportunities to purchase 
coal and mineral properties which are either produc- 
ing or under development were evaluated. The Com- 
pany is a participant in two experimental projects to 
test in situ recovery methods for heavy oil, is partici- 
pating in a study of heavy oil upgrading facilities, and 
is a member of a group which is investigating the 
feasibility of a condensate-based petrochemical plant 
in Alberta. 


Protection of the environment continued to be of 
prime importance in all activities of the Company. Ex- 
isting facilities are subject to constant monitoring and 
upgrading, and each new investment project receives 
a thorough environmental review early in the plan- 
ning stage. 


PLANS FOR 1978 


The Company will continue an aggressive exploration 
and development program in 1978, with expenditures 
expected to be in excess of $150 million. Outlays for oil 
and gas exploration will be the largest in Company 
history, with approximately three-quarters to be 
spent in Canada and the remainder to be invested in 
other countries. The major share of Canadian activity 
will be in Alberta with emphasis on deep tests in the 
Foothills/Deep Basin areas, and in the Whitecourt 
block. Lands in the heavy oil areas of Saskatchewan 
and natural gas prospects in British Columbia also will 
be drilled. Outside of Canada, exploration will con- 
tinue on the Southeast Sumatra block, and joint- 
venture activities are planned for six other countries. 
Following the 1977 acquisition of a 40% interest in a 
large acreage block offshore from northwestern 
Australia, an office has been established in Perth from 
which the Company will act as operator for the first 
time in a major foreign exploration program. 


Development programs planned for 1978 call for ex- 
penditures of about $55 million, most of which will be 
spent in Canada. A major portion of the outlays will be 
devoted to development drilling in Alberta. Approx- 
imately 400 development wells will be drilled with 
Company interests equivalent to about 200 net wells. 
Funds also will be committed to expand and improve 
existing production, processing and enhanced recov- 
ery facilities. 


The minerals, uranium and coal exploration programs 
will continue in 1978. A pilot project for in situ recov- 
ery of oil sands at Cold Lake will commence during 
the second quarter, and laboratory work will be con- 
tinued to investigate the recovery of bitumen from 
Athabasca oil sands. In addition, the Company will 
examine the feasibility of participating in an oil sands 


mining project and, with its partners, will decide 
whether to proceed with the petrochemical project 
which has been under study. 


INDUSTRY REVIEW AND OUTLOOK 


The highlight of 1977 for the Canadian petroleum in- 
dustry was the vigorous pace of exploration activity. 
The industry operated at record levels under the im- 
petus of rising prices and the attendant improvement 
in cash flows, and the discovery of new reserves of oil 
and gas. While most of the investment was made in 
Alberta, the thrust of exploration extended into British 
Columbia and to the heavy oil lands in Saskatchewan. 
The enthusiasm evident in the western provinces was 
in direct contrast to the decline in activity in the far 
north and east coast frontier exploration areas. There 
are a number of political factors which play a major 
role in this decline: the industry still does not know 
when frontier reserves can be placed on stream, how 
exploration on federal lands will be administered, or 
when the east coast jurisdictional dispute will be set- 
tled. Until these factors are resolved, activity probably 
will continue to be preferentially directed to western 
Canada where the large outlays that are necessary for 
participation in the new, highly competitive oil and 
gas plays are likely to reduce the funds available for 
frontier programs. 


Industry expenditures in 1977 to acquire oil and gas 
rights in western Canada were over $700 million, 
more than three times greater than the $200 million 
spent in 1976. This provides a strong indication that 
exploration will be maintained at a high level for the 
next few years. There appears to be a growing aware- 
ness on the part of governments of the need to main- 
tain an environment which encourages exploration. 
Favourable success ratios, moreover, appear to have 
confirmed industry’s confidence in the potential for 
the discovery of new hydrocarbon reserves. 


The Canadian petroleum industry produced 1,445,000 
barrels per day of crude oil and condensate during 
1977, fractionally higher than in the prior year. The 
outlook for 1978 is for a further modest increase in 
production. The National Energy Board is proceeding 
with its scheduled reduction of crude oil exports to the 
United States, but the projected decline in 1978 is 
likely to be offset by modest demand growth in 
western Canada and larger increments of demand in 
eastern Canada which will result from new crude oil 
based petrochemical applications in Ontario and ex- 
panded deliveries of domestic crude oil to refiners in 
Montreal. 


Sales of Canadian natural gas averaged 6.6 billion 
cubic feet per day in 1977, having increased by approx- 
imately 4.0% over the prior year. The outlook for 1978 
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is for overall growth in sales of nearly 3%, although 
more rapid growth would result if deliveries of 
volumes licensed for long term export were acceler- 
ated to meet the growing need for gas supplies in the 
United States. 


During 1977 the reference price of 42° gravity crude oil 
in Edmonton increased by 70 cents per barrel on Janu- 
ary 1 and by $1.00 per barrel on July 1, resulting in a 
year end price of $11.18 per barrel. A further increase 
of $1.00 per barrel became effective on January 1, 1978 
and the announced schedule for future increases calls 
for further increments of $1.00 per barrel on July 1, 
1978 and January 1, 1979. The price of Alberta natural 
gas referenced in Toronto rose by 10.5 cents per thou- 
sand cubic feet on January 1 and by 17.5 cents per 
thousand cubic feet on August 1, bringing the 1977 
year end price to $1.68. On February 1, 1978, a further 
increment brought the price to $1.85 per thousand 
cubic feet. Natural gas prices are likely to advance in 
concert with those for crude oil but the realization of 
scheduled price increases for both products may de- 
pend on the government’s ongoing assessment of 
world crude oil pricing trends and Canada’s overall 
economic condition. 


DIRECTORS 


At the 1977 Annual Meeting of Shareholders, two new 
Directors were elected to replace Directors who had 
retired or did not stand for re-election. In addition, a 
by-law was sanctioned increasing the size of the Board 
by one Director. The Board extends to retired Directors 
D. C. Jones and A. W. Tarkington its recognition and 
appreciation for their strong leadership and counsel 
which contributed to the growth and stature of the 
Company. Both men had served as Chairman of the 
Board and Mr. Jones, who joined the Company in 
1954, was President for seven years. The new Direc- 
tors elected were Messrs. R. F. Haskayne and G. J. 
Maier, both of whom are Executive Vice-Presidents of 
the Company, and Mr. S. Schwartz, Senior Vice Presi- 
dent of Continental Oil Company. 


+ * + 


The encouraging results for the year could not have 
been achieved without the diligence and creativity of 
the nearly 1,400 employees. The Directors extend to 
them their sincere thanks. 


Submitted on behalf of the Board of Directors 
February 10, 1978, Calgary, Alberta 
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The Cabin Creek well, drilling in the Alberta foothills, will reach a depth 
of more than three miles. 


GENERAL REVIEW 


PETROLEUM EXPLORATION 


GENERAL 


During 1977, petroleum exploration expenditures in- 
cluding both capital and expense items totalled $77.3 
million, an increase of $26.7 million over 1976. Ex- 
ploratory outlays in Canada, before deducting provin- 
cial incentive credits, were $60.8 million, 50% higher 
than comparable amounts in 1976. Expenditures out- 
side of Canada increased by 66% to $16.5 million. 


PETROLEUM EXPLORATION 


1977 1976 
(Thousands of dollars) 
Canada 
Acreage expenditures ........ $13,135 $ 8,083 
Drilling expenditures ........ 31,230 18,481 
Exploration expenses......... 16,438 14,106 
60,803 40,670 
Foreign 
Acreage expenditures ........ 510 269 
Drilling expenditures ........ 11,946 7,669 
Exploration expenses......... 4,015 1,989 
16,471 9,927 
otaliexpenditures ener eee 77 274 50,597 
Canadian incentive credits... (7,544) (5,709) 
Net expenditures.............. $69,730 $44,888 


CANADIAN PETROLEUM EXPLORATION 


Canadian petroleum exploration expenditures in 1977 
were directed principally toward the acquisition and 
evaluation of prospects in Alberta, with smaller 
amounts spent in British Columbia, Saskatchewan, the 
Arctic Islands, and the East Coast. In addition, an esti- 
mated $12.0 million was spent in 1977 by other com- 
panies drilling exploratory wells under farmout ar- 
rangements to earn interests in Company lands. 


The Company participated in 131 gross exploratory 
tests in 1977, including 31 wells drilled by others at 
their cost under farmout agreements. On a geographi- 


CANADIAN EXPLORATORY WELLS 


1977 1976 
Gross Net Gross Net 
(Ove, Sain ntecerin coamrcanacns 15 WS 6 2.9 
Gasaee eee eee 42 19.7 42 152 
DL yeerrntnee serine ex. 74 40.4 46 20.1 
otaliaarcreccsaxs citar 131 72.6 94 38.2 
Average Depth.......... 6,854 feet 6,740 feet 


G. J. Maier, Executive Vice-President, is responsible for the operating 
departments of the Company. 


cal basis, 115 of these tests were located in Alberta, six 
in British Columbia, six in Saskatchewan and four in 
the Arctic Islands. 


The 1977 exploratory drilling program resulted in 57 
oil and gas discoveries or extensions. The ultimate 
potential of these successful wells will not be known 
until additional drilling is carried out, but the more 
prospective discoveries and extensions are shown in 
the accompanying map and table. The remaining 
discoveries and extensions are of lesser importance 
due to limited prospects for development of significant 
reserves or because the Company’s interest is small. 


DISCOVERIES AND EXTENSIONS IN 1977 


Name of Field Approximate 


or Area Number Nature Depth 
British Columbia 
Jul xcmresecres< usp 1 Gas 6,900' 
Alberta 
Bothasscnm secccens 1 Gas 7,600! 
Kaybob South.... 2 Gas 7,700! 
Wancdtall eee 1 Gas 8,800! 
Pine Creek... -... 1 Gas 8,800' 
Sal Brace rin Btiocs aoage 1 Gas 9,200' 
MedLodge....... 1 Gas 12,100" 
Brazeau River.... 1 Gas 10,200' 
Lloydminster .... 11 Oil 2,200" 
Lloydminster .... 4 Gas 2,200' 


A high level of exploratory drilling was continued in 
west-central Alberta throughout 1977 with emphasis 
on the prolific West Whitecourt area where substantial 
exploratory expenditures were incurred. The discov- 
eries and extensions at Kaybob South, Windfall, Fir, 
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PETROLEUM EXPLORATION 


Pine Creek, MedLodge and Brazeau River are located 
in this region where the Company has extensive hold- 
ings. Potentially significant discoveries also were 
made at Botha in northwestern Alberta and in the July 
area of northeastern British Columbia. 


The Company is active in the new deep Devonian oil 
and gas play in the West Pembina-Brazeau area and 
during the year eight wells were started. Of these, one 
was a Nisku gas discovery, one was a dry hole and six 
were drilling at year end. 


In order to meet a growing demand for heavy crude 
oil, a drilling program was initiated on the Company’s 
large holdings of prospective lands in the Lloyd- 
minster area of east-central Alberta. Of the 26 wells 
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drilled under this program in 1977, 11 were completed 
as oil wells, 4 were gas wells and 11 were dry holes. 


The first Company-operated well in the Arctic Islands 
commenced drilling in November, 1977. The well, lo- 
cated twelve miles east of the Panarctic King Christian 
natural gas discoveries, is being directionally drilled 
from Ellef Ringnes Island to test a very large offshore 
structure that straddles an 82,000 acre block in which 
the Company holds a 50% interest. 


During 1977, a total of 667,000 net acres of petroleum 
and natural gas rights were acquired, of which 188,000 
acres were purchased at a cost of $13.1 million and 
479,000 acres were obtained through other types of 
acquisitions that did not require bonus payments. 
More than 90% of the expenditures and 33% of the 
acreage acquired were in the province of Alberta, pri- 
marily in the west-central region where an active 
drilling program will be continued. 


®™ LANDHOLDINGS — WESTERN CANADA 


BRITISH 
COLUMBIA 


During the year, interests in 1.6 million acres of Cana- 
dian petroleum and natural gas rights were surren- 
dered or released. The largest single surrender was 
froma 5.1 million acre block in the Davis Strait, where 
seismic evaluation on 1.1 million acres failed to iden- 
tify any promising structures and prompted their 
release. An additional 256,000 acres reverted to 
governments under land tenure regulations on con- 
version of permits and reservations to lease status. In- 
terests equivalent to 111,000 net acres were assigned to 
other companies under farmout agreements as con- 
sideration for drilling on Company lands and 97,000 
acres were internally transferred to a developed cate- 
gory. 

Year end holdings of undeveloped petroleum and 
natural gas rights in Canada totalled 14.5 million net 
acres and the associated acquisition cost totalled $132.7 
million. Rental payments in 1977 amounted to $3.3 
million and mineral taxes on undeveloped freehold 
acreage were $394,000. 
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This rig, on Ellef Ringnes Island in the Canadian Arctic, is drilling directionally to test a large offshore structure underlying Cape Allison. 


FOREIGN PETROLEUM EXPLORATION 


The Company continued to expand its foreign ex- 
ploration program in 1977 with expenditures of $16.5 
million, an increase of $6.5 million over the prior year. 
At year end, acreage interests were held in nine coun- 
tries, and exploratory activities were carried out in 
seven countries during the year. Drilling expenditures 
were $11.9 million compared with $7.7 million in 
1976, reflecting an increase in the number of wells 
drilled as well as the payment of a disproportionate 
share of the cost of two Norwegian offshore explorato- 
ry tests in order to earn acreage interests. 


The exploratory drilling program consisted of partici- 
pation in 18 wells, of which two were successful oil 
wells offshore from Indonesia and one was a confir- 
mation gas well drilled near a 1975 discovery offshore 
from the United Kingdom. 


FOREIGN EXPLORATORY WELLS 
1977 1976 


Gross Net Gross Net 


Oust? ee yoke eee 2 0.2 a _ 
(GaS Sige i he oe eee 1 0.1 1 0.2 
DRY Sate rc ersei eee 15 2 11 2.0 

MOtallc. cere 18 2.8 12 Pf 


7,833 feet 


10,174 feet 


Australia 


The Company is a 40% participant in a group of Cana- 
dian and Australian companies which was awarded 
an eight million acre licence on the highly prospective 
Australian northwest continental shelf. The Company 
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® LANDHOLDINGS — INDONESIA 


MALAYA 
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JAKARTA 


is operator for the group and has established an office 
in Perth to conduct the necessary work program. A 
seismic survey will be carried out in 1978 and ex- 
ploratory drilling will begin in 1979. 


Indonesia 


Seven exploratory wells were drilled on the Southeast 
Sumatra contract area in the Java Sea where an 8.66% 
interest in 16.3 million acres is held. A significant flow 
of crude oil was tested at one of the wells and follow- 


The Company's seismic crew uses this vibrator unit to help locate poten- 
tial oil and gas bearing formations. 


up drilling has indicated the possibility of a commer- 
cial field. 

The Company’s interest in the 1.3 million acre Kakap 
block in the South China Sea increased from 1674% to 
50% with the withdrawal of two participants. A subse- 
quent farmout to a new partner will reduce the Com- 
pany’s interest to 33'4%. Two unsuccessful exploratory 
wells were drilled on this large block in 1977, but there 
are still a number of prospective areas to explore and it 
is expected that another well will be drilled during 
1978. 


North Sea 


In the Netherlands sector of the North Sea, where the 
Company holds an average interest of 11.1% in 1.1 
million acres, one unsuccessful exploratory well was 
drilled during 1977. A well currently is being drilled 
on block P/15 and more drilling is planned for 1978. In 
addition, an earlier oil discovery on block F/18 will be 
studied to determine the feasibility of a delineation 
and development program. 


In the Norwegian sector, a farmin agreement was con- 
cluded whereby the Company acquired a 15% interest 
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An exploratory well is being drilled in 
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® LANDHOLDINGS — NORTH SEA AND IRELAND 


UNITED 
KINGDOM 


\\_BELGIUMS 


FRANCE 


in a 99,000 acre licence covering block 15/3. The 1977 
program on the block involved the deepening of a sus- 
pended 1976 test but the well was abandoned after 
technical difficulties prevented the testing of several 
shows of hydrocarbons in the deeper zones. Addi- 
tional drilling will be carried out in 1978 or 1979. 


Also in the Norwegian sector, a 16*8% interest in the 
93,000 acre block 24/9 was earned by means of a farm- 
in. An exploratory test in 1977 was unsuccessful and 
further drilling will be contingent upon the outcome of 
a seismic program to be conducted in 1978. 


On block 21/2 in the United Kingdom sector of the 
North Sea, where the Company holds a 5% interest in 
167,000 acres, an exploratory well confirmed the pre- 
sence of a productive gas sand originally discovered by 
a well drilled in 1975. Further drilling is planned dur- 
ing 1978 to evaluate the extent of the productive area. 


Other Areas 


Negotiations were concluded for the acquisition of a 


33'b% interest in approximately 900,000 acres in the 
Sinai area of Egypt. A portion of this area is included 
in the buffer zone between Egypt and Israel and, con- 
sequently, no exploration program can be initiated un- 
til the area becomes politically stable. 


An unsuccessful exploratory well was drilled offshore 
from Greenland on the one million acres in which a 
20% interest is held. As a result of this well and the 
equally unfavourable drilling results experienced by 
other concession holders, exploratory activity has been 
discontinued and the concessions will be relinquished. 


An unsuccessful exploratory well was drilled off the 
south coast of Ireland on the 189,000 acre block in 
which the Company holds a 15% interest. Further ex- 
ploration is contingent upon the outcome of geological 
studies currently in progress. 


In the United States, three unsuccessful joint venture 
tests were drilled in Oklahoma, while a deep ex- 
ploratory well in Wyoming was drilling at year end. 


UNDEVELOPED PETROLEUM AND NATURAL GAS RIGHTS 


Gross and Net Acreage Holdings (Thousands of acres) 
As at December 31, 1977 (1) 


Crown 
Reservations Freehold 
and Permits (2) Leases Lands (3) Total 
Gross Net Gross Net Gross Net Gross Net 
Canada 

Albertahs Asien acute ie oe ee eee 947 572) 4,174 Pa BXe}5) 1,319 1,319 6,440 4,226 
British: Cohimbtias ao oan oer Oe ee 922 493 781 383 6 6 1,709 882 
East Goast (4) 200.cceie es scream ics toe on Dee 6,125 2,396 — — — — 6,125 2,396 

Northwest Territories 
(including Arctic Islands and Baffin Offshore)...... 12,181 5,358 746 607 aa — 12,927 5,965 
Ma nitobaiee cc cost ere eee Oe ae — — 29 29 128 128 157 157 
Saskatehewa nyc eee kates tere a ecg ee ee —_— — 180 87 740 740 920 827 
Total: Canada® .yachan aen oo  eee 20,175 8,819 5,910 3,441 2,193 2,193 28,278 14,453 

Foreign 

Australia’s: col) Beis iit enn Denne ee ee ae 8,000 3,200 
Egy Dt ait oacrten aie tc ay terre enact Pe ae 890 297 
Greenland yoann eee ee ete 1,000 200 
Indonesia Rye sn caries ee ee ae ee 17,577 2,050 
Ireland. Me acne hggee cin cee oe ee REE ee ree 189 28 
INorthiSear—— Netherlandss: eee ene 1,131 126 
—— NOEWaYy se rene ere ee 192 30 
= United. Kingdome,...- sy Sr 167 8 
United: States .cosnclsatect cece Aen eee 30 10 


(1) Gross acreage represents the total number of acres in which the Company has a participating interest. Net acreage represents the 
Company’s share of gross acreage calculated in accordance with its various ownership interests. 


(2) Convertible into leases to the extent of approximately 50%. 


(3) Includes 1.9 million acres owned by Siebens Oil and Gas Ltd. on which the Company has exclusive rights until December 31, 1999 to 


lease any portion of the lands without bonus payment. 


(4) Offshore permits include 2,068,000 gross (1,205,000 net) acres covered by federal but not provincial rights and 641,000 gross (183,000 


net) acres covered by provincial but not federal rights. 
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PETROLEUM PRODUCTION 


GENERAL 


Petroleum production capital expenditures amounted 
to $49.2 million in 1977 compared with $52.5 million 
in the prior year. Excluding amounts related to the 
purchase of producing properties, expenditures were 
up 25%. This increase was primarily the result of a 


This pumping unit, located in the Company-operated Sundre oil field, is 
the largest type in use in western Canada. 


PETROLEUM PRODUCTION 
1977 1976 
(Thousands of dollars) 


Canada 
Development drilling ....... $25,082 $16,949 
Plants and related facilities . . 16,462 18,579 
Other production facilities... 6,553 4,436 
48,097 39,964 

Foreign 
Development drilling ....... 1,530 342 
Other production facilities. . . 923 BY) 
2,453 371 

Acquisition of producing 

DLOPeTtleS haem Aiea) cse sts (1,400) 12,194 
Lotal seep ce renee scvecnines $49,150 $52,529 


much larger development drilling program in Canada 
and development activity associated with the produc- 
ing properties in Indonesia. 


DEVELOPMENT DRILLING 


Expenditures for development drilling in Canada 
reached $25.1 million, an increase of 48% over the pre- 
vious year. The Company participated in the drilling 
of 500 domestic wells during 1977, the equivalent of 
231.4 net wells. Of these net wells, 207.0 were drilled 
in Alberta, 23.6 in Saskatchewan and 0.8 in British Co- 
lumbia. Included are 37.0 net wells that were drilled 
under farmout agreements and involved no cash out- 
lay by the Company. 


CANADIAN DEVELOPMENT WELLS 


1977 1976 
Gross Net Gross Net 
OU Succ kearmataiey ctaret O9 64.4 75 43.5 
Gas Biss eat eee 342 128.0 7/3} 79.0 
DY. dae joann eee 59 39.0 41 PII 
Totals Sitkaemecciateat 500 231.4 289 = 147.7 
ES WEENRS IDI Ne oo oo 0 2,706 feet 3,080 feet 


The development drilling program resulted in the 
completion of 64.4 net oil wells and 128.0 net gas wells. 
Most of the oil wells were in the Wainwright and 
Lloydminster heavy oil areas and in the Cessford, 
Sylvan Lake and Twining oil fields. A major portion 
of the development gas wells were located in the 
eastern Alberta shallow gas region. 


During 1977, an agreement was concluded with Union 
Gas Company Limited of Chatham, Ontario under 


PRODUCTION OF CRUDE OIL 


Thousands of barrels per day 


Rest Company Share 


Royalty Owner Share 
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1968 69 70 71 72 73 74 $%75 76 1977 


which a minimum of $26 million will be spent over a 
three year period for drilling on 1.2 million acres of 
freehold lands under option to the Company. Union 
Gas will pay 80% of the cost of the first well drilled on 
each parcel to earn a 40% working interest in those 
parcels which are productive. Outlays for additional 
wells on each parcel and all necessary production 
facilities are shared in the working interest ratio. From 
the date of the agreement on June 21, 1977, 32 wells 
were drilled, resulting in eight successful oil wells and 
ten successful natural gas completions. Most of this 
drilling was carried out in the shallow gas and heavy 
oil regions of eastern Alberta. 


Foreign development drilling expenditures amounted 
to $1.5 million during 1977. Drilling activity consisted 
of participation in 22 wells, of which 18 were in In- 
donesia and four in the United States. This resulted in 
16 gross (1.4 net) oil completions in the Southeast 
Sumatra contract area, and three gross (1.1 net) oil 
completions in Oklahoma. 


FOREIGN DEVELOPMENT WELLS 


1977 1976 

Gross Net Gross Net 
Oil esa eee irae 19 Des 4 RS 
Gas: eae eee — a 1 0.1 
|B) ch ee ee Ras ee EI 3 0.5 = —— 
Totaly es eee 22 3.0 5 1.6 

Average Depth........ 4,489 feet 6,724 feet 

PRODUCTION FACILITIES 


The Zama gas plant came on stream in March and by 
year end was capable of producing 16 million cubic 
feet per day. Construction of this plant was completed 
in 1976 but start-up was delayed by corrosion in the 
trunk line system used to transport the sales gas. 


Six gas processing facilities were completed during 
1977, bringing the number of such facilities in which 
the Company has interests to sixty-seven. The Edson- 
Viking gas field was tied into the existing plant at Ed- 
son and contributed 5.8 million cubic feet per day of 
new production. The installation of additional com- 
pressor facilities at Edson, Gilby and Buick Creek was 
completed in 1977 and will permit the sale of greater 
volumes from these locations. Work in progress at year 
end included expansion of the Brazeau plant and con- 
struction of small processing plants at the Tangent and 
Sundance fields. 


Outlays for foreign production facilities were pri- 
marily for a production platform which was placed on 
stream in October in the Southeast Sumatra contract 
area where the Company holds an 8.66% interest. This 
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new platform has the capacity to produce 20,000 bar- 
rels per day, which brings the production capability in 
this contract area to nearly 120,000 barrels of oil per 
day. 


CRUDE OIL 


Production of crude oil averaged 59,438 barrels per 
day, an increase of 21% over 1976. The major factor in 
this increase was 9,841 barrels per day from the South- 
east Sumatra contract area offshore from Indonesia in 
which the Company acquired an 8.66% interest at 
year end 1976. In Canada, additional production was 
obtained from new wells drilled in the Lloydminster, 
Sylvan Lake and Cessford areas and from existing 
heavy oil sources, but these increases were essentially 
offset by declining productivity in a number of fields 
producing light and medium grade crude oil in 
western Canada. 


The general Lloydminster heavy oil area of Alberta 
and Saskatchewan, where the Company has signifi- 
cant landholdings, represents a potentially large 
source of supply. The marketing of significant new 
volumes will require the construction of upgrading 
facilities to make this heavy crude acceptable to Cana- 
dian refineries. Accordingly, the Company is partici- 


CRUDE OIL PRODUCTION 


1977 1976 
CANADA (Barrels per day) 
Alberta 
Rembinacwaceeos (eee 6,881 6,973 
Kaybob South Triassic...... 3,521 3,737 
WiTFaANE, ENWE  g occ osco aces 3,051 Broo! 
Lata ees h ate et eae 3,067 3135 
Sturgeon Lake South....... 2,812 PEASY? 
Sundre<: Son ee ea eee 2,441 2,783 
MedicinesRi versie 2,376 2,252 
Bonnie. Glenhee eee 1,623 1,618 
Cesstord er. wc ane 1,462 1,404 
Sylvanleakes eerie ieee 1,471 1,229 
Ininisiarlt ewe eee eee 1,655 1,563 
Swan Hills Souther yes eens 1,294 1,374 
Fenn Big Valley and West.. _1,184 1,165 
Otherss rps ease ae ee 10,175 9,956 
otal@Albertameee enya eee 43,013 43,053 
British Columbia............ 1,619 2,249 
Manitobas ranean: 13 13 
Saskatchewan 
loy.dimins tenet ere 1,453 988 
Othersotee.aaee ers eee 3,440 2,931 
Total Saskatchewan........ 4,893 3,919 
TotaliGanadaw eee 49,538 49,234 
FOREIGN 
Indonésia 2c .0c.ar ee ae 9,841 
United/Statesearn ene re 59 56 
TotallEoreign aan 9,900 56 
TOTA Lies cee on oe ee ee 59,438 49,290 


pating in a study designed to determine the economic 
viability of such facilities. 


The average wellhead price received by the Company 
in 1977 for its crude oil production in Canada was 
$9.99 per barrel, an increase of $1.71 per barrel over 
1976. The higher price reflects 1977 increases of 70 
cents per barrel and $1.00 per barrel which took effect 
on January 1 and July 1 respectively, supplemented by 
the full year impact of the crude oil price increase in 
July of 1976. A further increase of $1.00 per barrel 
came into effect on January 1, 1978 under federal 
government pricing policies. 


Approximately 87% of the Company’s Canadian 
crude oil production is in Alberta, where the cash flow 
to the producer is higher than in other jurisdictions 
because provincial royalty and income tax rates are 
less onerous. Of this Alberta production, 22% is from 
freehold leases which are subject to lower royalty rates 
than those associated with Crown leases. 


NATURAL GAS LIQUIDS 


Natural gas liquids production averaged 21,450 barrels 
per day in 1977, an increase of approximately 3%. 
These liquids consist of condensate and LPG (propane 
and butane) which are separated from natural gas in 
processing plants. Condensate production, at 14,428 
barrels per day, was down marginally from 1976. Pro- 
duction gains which resulted from the commencement 
of gas sales at Zama, Edson-Viking and some smaller 
sources were largely offset by reduced liquid content at 
a number of mature fields. Condensate pricing 
generally follows that of crude oil. A 70 cents per bar- 
rel increase on January 1, 1977 and a $1.00 per barrel 


/ PRODUCTION OF NATURAL 
| GAS LIQUIDS 
Thousands of barrels per day 


(ree Company Share 


___ Royalty Owner Share 30 


| l | | | | | lame 0 
7Ope7 ee 7 20738 74 9755.76 1977 


ae 
| 1968 69 


increase on July 1, 1977, as well as the full year impact 
of a 1976 increase, were reflected in the average of 
$10.31 per barrel received in 1977. The comparable 
price in 1976 was $8.66 per barrel. 


LPG production increased by 13% to 7,022 barrels per 
day asa result of the same factors which affected con- 
densate and new sources of production at Paddle 
River and Caroline. LPG prices rose to $7.56 per barrel, 
reflecting the increased demand in export markets 
resulting from the severity of the 1976-77 winter. 
Modest price increases occurred in domestic sales 
under the pricing controls exercised by the Alberta 
and federal governments. 


NATURAL GAS 


Natural gas sales averaged 408.7 million cubic feet per 
day, a moderate decline of 2.2% from the previous 
year. Sales from new sources at Zama, Edson- Viking, 
Fir and others were offset by lower demand from 
purchasers and declining deliverability in a variety of 
mature fields. The lower demand from purchasers 
reflects the surplus deliverability that continues to ex- 
ist in Alberta. 


The average wellhead price received by the Company 
in 1977 for all natural gas sales was $1.28 per thousand 
cubic feet, 27 cents higher than in the previous year. 
This higher average price reflects the full year impact 
of 1976 increases, as well as 1977 improvements in 
prices received in Alberta and British Columbia and an 
increase in the premium realized on export shipments 
from Alberta. 


Approximately 95% of the Company’s natural gas pro- 
duction occurs in Alberta, where the cash flow to the 


NATURAL GAS SALES 
Millions of cubic feet per day 


eee Company Share 


Royalty Owner Share -————_———_ 50 
400 


300 
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producer is greater than in other jurisdictions because 
provincial royalty and income tax rates are less 
onerous. Sales of natural gas from freehold leases, 
which are subject to royalty rates that are lower than 
those associated with Crown leases, represent 23% of 
the Company’s total Alberta volume. 


SULPHUR 


Sulphur production averaged 1,410 long tons per day 
in 1977, an increase of 3%. Sulphur sales, however, 
rose by 56% to an average of 1,180 long tons per day, 
due to an overall increase in sulphur demand and ad- 
ditional sales in the North American market. This 


NATURAL GAS AND ASSOCIATED PRODUCTS 


Natural Gas Sales 
(Millions of 
cubic feet per day) 


1977 
Alberta 
BaZa River 5, cena cit ooo ole Sere see or earn ean 48.4 
Caroline? otc mew alstuiat ne ceo 16.7 
Cessford: casaceen ee ae or earane 23.3 
BOSON EG ieia 2 Sk eR Ron eR ee EE Cee 90.0 
Hlarmattaninc sca tee eee 5.4 
Kay bob cia cainne eit oasis: -cnjeete scion sen rolne eta Rene 27.6 
onelPine Creek 4.2.4.ccne scan ee 20.7 
Medicine Hats; 2 acsccin ice eee ee iO 
Sylvan Laker iirc wi: ac sero caer ne ae ee 10.2 
Wihttecourts (Vine fall) ieee eae ee eee 23.4 
LAMINAR Ae at boos ok eee ee ae ee 6.8 
QE ers eee sea acc ws aelene ahass yee re eae 104.5 
TotalbA lberta c.ch ive sexe eee 387.2 
British Columbia 
Glarke Wake och. castes ae Oe ee 13.9 
PRCT Bie eects A aoas e en ee 6.4 
otalBritish: Golumbiasener scene 20.3 
Saskatchewan 55.3 S.tis te aes Gh Oe 1.0 
Total Canadas. ccc cosccsnesnr ceva ent ee 408.5 
BOT CU GN i chain ee haiomeetbonoeairite herr ea eee 0.2 
Ota seis cssetsts ecinevctete eee eR RRC Eee 408.7 
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395.0 14,424 


417.9 14,428 


level of sales represented 84% of production compared 
with the 55% sold in 1976. The portion of sulphur pro- 
duction that is not sold currently is stored at above- 
ground locations. As a result of the improved sales 
level during 1977, these inventories grew only 
modestly to a total of 1.8 million long tons at year end. 


Sulphur prices showed significant improvement in the 
last quarter of 1977 but, because of the low prices 
which prevailed throughout the earlier portion of the 
year, the net realization for all sales of sulphur 
averaged $12.12 per long ton in 1977, $1.32 lower than 
in the previous year. 


Condensate Sulphur 
Production LPG Production Production 
(Barrels per day) (Barrels per day) (Long tons per day) 
1976 1977 1976 1977 1976 1977 1976 
53.6 560 644 — — 26 28 
15.8 365 335 485 375 4 3 
27.4 57, 69 — — — — 
87.5 808 721 — — 66 67 
5:3) 550 451 391 ley 3 4 
26.5 8,588 8,605 4,494 4,145 700 675 
2213 S77. 615 — — 85 96 
10.5 — — —_ _— — — 
10.6 136 144 339 307, — — 
23) 1,518 1,802 — — 346 327 
— 238 — 108 — 23 — 
113.2 1,027 1,114 1,200 1,046 157 167 


14,500 7,017 6,240 1,410 1,367 


15.9 = = = cs = = 
5.8 2 2 ae eS — a 
217 2 2 = = ms x 
ia = = m= ea = as 
4178 414426 14,502 °7,017 6,240. 1,410 ser 
0.1 2 1 5 = 


14,503 7,022 6,240 1,410 1,367 


The Company-operated Edson gas plant is one of the 67 gas processing 
facilities in which the Company has an interest. 


RESERVES 


The Company’s remaining recoverable hydrocarbon 
reserves at December 31, 1977, as estimated by its 
reservoir engineering staff, are shown in the accom- 
panying table. The estimated proved reserves include 
only such reserves as can reasonably be classified as 
proved in accordance with widely accepted American 
Petroleum Institute standards. Probable reserves in- 
clude reserves which are substantially proved on 
undrilled tracts closely associated with proved 
reserves and for which geological control is sufficient 
to offer good indication of the continuity of the pro- 
ducing horizon. Incremental reserves from enhanced 
recovery techniques are included in the probable cate- 
gory when the required facilities are installed, and are 
transferred to the proved category only after the anti- 
cipated reservoir performance has been confirmed. Li- 
quefied petroleum gases are not included in the re- 
ported reserves of natural gas liquids unless the 
facilities required for their extraction are in existence 
or are assured of construction. 


The reported crude oil reserves in Canada do not in- 
clude the potentially large volumes of heavy oil 
reserves in the Athabasca oil sands or reserves in the 
Arctic. The reserves in these areas will be included 
when sufficient development has taken place to assure 
their production. 


The Company’s Canadian crude oil reserves are esti- 
mated to total 198.0 million barrels at year end. The 
1977 drilling program added 3.3 million barrels, but 


RESERVES 


Crude Oil 
(Thousands of barrels) 
Canada Foreign 
December 31, 1977 
Proved: 1 ebro oe ees 178,762 9,098 
Probables cha, ee eee 19,255 446 
Ota Rae tit acant armen ectater yess 198,017 9,544 
December 31, 1976 
PTOVed Pees eat canara nee 193,443 12,569 
Probablemaytaan Sons errs eee 18,599 637 
Al Otal Sees hak te toe ee ee ree lee 212,042 13,206 
Total — December 31, 1977............ 207,561 
Total — December 31, 1976............ 225,248 


these additions were substantially lower than 1977 
production which amounted to 18.1 million barrels. 


Foreign crude oil reserves are estimated to be 9.5 
million barrels, most of which are located in In- 
donesia. Reserves associated with the recent Kartini 
discovery in Indonesia have not been included at this 
time pending a more conclusive evaluation of their po- 
tential. Foreign production in 1977 was 3.6 million 
barrels. 


Remaining natural gas reserves are 3,380 billion cubic 
feet, virtually the same as at the previous year end. 
The 1977 drilling program added 223 billion cubic feet, 
50% more than the 149 billion cubic feet produced dur- 
ing the year. This significant improvement was offset 
by net downward revisions of 72 billion cubic feet 
which occurred in the Plain Lake, Richdale, Stanmore 
and Pine Creek fields where production performance 
has been below expected levels. 


Reserves of natural gas liquids totalled 75.8 million 
barrels, a reduction of 5.3 million barrels from the pre- 
vious year end. Additions of 0.9 million barrels from 
the 1977 drilling program and net positive revisions of 
1.7 million barrels that resulted from better reservoir 
performance or new extraction facilities, were insuffi- 
cient to offset the annual production of 7.8 million bar- 
rels. 


Sulphur reserves are estimated to total 7.3 million long 
tons. Production in 1977 was 0.5 million long tons and 
accounted for most of the change in sulphur reserves. 


Sulphur* 
Natural Gas Liquids Natural Gas (Thousands of 
(Thousands of barrels) (Billions of cubic feet) Long tons) 

Canada Foreign Canada Foreign Canada 
74,127 23 3,074 1 6,900 
1,655 — 305 = 404 
75,782 23 3,379 1 7,304 
79,353 17 SAS) 1 7,093 
IL eye —_— 258 = 780 
81,085 17 3yo73 1 7,873 
75,805 3,380 7,304 
81,102 3,374 7,873 


* Sulphur reserves do not include processed sulphur inventories at above ground storage locations. 
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SUPPLY AND TRANSPORTATION 


During 1977, the Company’s pipe line division 
gathered and transported an average of 112,093 barrels 
per day of crude oil and natural gas liquids, a decrease 
of 1% from the prior year. This modest reduction of 
receipts into the gathering system resulted from pro- 
duction declines in oil fields and natural gas process- 
ing plants served. The portion of the total volume 
represented by trunk line movements into the United 
States averaged 60,578 barrels per day, and was 11,132 
barrels per day below 1976 volumes. This curtailment 
is a direct result of the Canadian policy to reduce ex- 
ports of crude oil and condensate to the United States. 


The pace of exploratory and development drilling in 
the geographic area served by the pipe line system in- 
creased substantially during 1977, and as a result 
several new battery connections were under construc- 
tion or being planned at year end. New production 
being connected will partially offset continuing 
declines in production rates from older fields. Capital 
expenditures for miscellaneous additions and im- 
provements amounted to $1.1 million in 1977, bring- 
ing the cumulative investment in pipe line facilities to 
$41.8 million. At year end the system consisted of 450 
miles of trunk line and 470 miles of gathering line, all 
within the province of Alberta. 


Crude oil trading operations averaged 100,961 barrels 
per day during 1977, up 3,410 barrels per day from the 
previous year. Sales of propane and butane averaged 
8,703 barrels per day, a modest increase of 131 barrels 
per day. 


In addition to its own pipe line system, the Company 
has a 16'8% equity interest in Peace Pipe Line Ltd. 


PIPE LINE THROUGHPUT 
Thousands of barrels per day 


ee: Domestic Throughput 


U.S. Deliveries 


1 | 1 ' 1 1 | 1 1 aa 0 
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which provides gathering and trunk services for crude 
oil and natural gas liquids in west-central Alberta. 
Dividend income from this investment amounted to 
$508,000. 


The Company continues to support, through the direct 
participation of Continental Oil Company, the con- 
cept of a west coast oil port facility. Such a facility 
would provide economic benefits during the planning 
and construction stages, including use of Canadian 
labor, material and services. There also would be im- 
portant long term advantages. The existing network of 
Canadian pipe lines would be utilized more fully, 
resulting in lower unit transportation costs for Cana- 
dian refiners, and the facility to import crude oil on 
the west coast would have a strategic benefit by pro- 
viding Canada with a broader selection of offshore oil 
supplies than at present. The participants in the 
Kitimat pipe line proposal have reinstated an applica- 
tion to the National Energy Board for a permit to con- 
struct a crude oil pipe line from Kitimat, British Co- 
lumbia to Edmonton, Alberta. Assuming approval of 
this application, Alaskan and offshore crude oil could 
be available at Edmonton as early as 1981. A portion of 
this new supply could be moved through the Com- 
pany’s pipe line system to the United States Rocky 
Mountain area in order to replace the historical export 
of western Canadian crude oil and equivalents which 
is now being phased out. 


Molten sulphur is transferred to railway tank cars at the Company's load- 
ing facilities at Wessex, Alberta. 


OTHER EXPLORATION 
AND BUSINESS DEVELOPMENT 


During 1977 the Company continued its efforts to 
broaden its revenue base and diversify into other 
resource industries through the investigation of busi- 
ness opportunities outside of traditional oil and gas ex- 
ploration and development activities. Efforts to date 
have been directed toward oil sands development, 
participation in a proposed petrochemical plant, and 
exploration for non-ferrous metallic minerals, 
uranium and coal. A comparative analysis of the ex- 
penditures incurred in these activities is shown in the 
following table. 


1977 1976 


Ga pialieeeendtere (Thousands of dollars) 


Acquisition of coal rights..... 92 wy 1S 
Project Expenses 
@ilisamds:7. twee See teeter 1,687 2,354 
Minerals exploration......... 3,130 1,882 
Goaliexplorations merece 579 181 
Petrochemicals project ....... 2 80 
5,398 4,497 
@perating Expensesar errr 936 825 
Totaliexpensestere. viet eet 6,334 5) Bye 
Total Capital Expenditures 
and. Expenses): ee ear aeeeee $6,526 $5,437 
OIL SANDS 


A major portion of the 1977 oil sands expenditures was 
related to participation in the construction of an ex- 
perimental in situ recovery project in the Cold Lake 
area of east-central Alberta. This pilot operation is 
scheduled for start up in the second quarter of 1978 
and will test the effectiveness of steam stimulation and 
underground combustion for recovery of heavy oil. 
Through its participation, the Company will earn an 
option to acquire a 17.5% interest in the 75,000 acres of 
oil sands leases on which the project is located. 


Late in the year arrangements were finalized for a 
series of laboratory tests to evaluate the effectiveness of 
a new heating concept for in situ recovery. These tests 
will be jointly funded by the Company and the Alber- 
ta Oil Sands Technology and Research Authority, an 
agency financed by the Government of Alberta to en- 
courage research on new methods of developing the 
oil sands. The tests could lead to a field pilot project on 
a portion of the Company’s wholly-owned 50,000 acre 
bituminous sands lease in the Athabasca deposit. 


The Company holds a strong land position in the 
mineable portion of the Athabasca oil sands area 
through its 18.8% interest in the Athabasca Oil Sands 


20 


Project (AOP) group. A major new oil sands plant pro- 
posed for this area may involve some of the leases held 
by this group. 


MINERALS EXPLORATION 


Project expenses for minerals exploration totalled $3.1 
million in 1977. This represents a substantial increase 
over the $1.9 million spent in 1976 and is attributable 
to the expansion of domestic activity to include 
uranium exploration, together with increased base 
metals exploration. 


The 1977 metals program involved projects in New- 
foundland, Ontario, British Columbia, the Northwest 
Territories and the Yukon Territory. Extensive air- 
borne geophysical surveys completed during 1977 in 
eastern Canada have indicated sufficient encourage- 
ment to warrant land acquisition and geological 
ground evaluation. In the Yukon Territory and north- 
ern British Columbia, exploration was expanded 
through the joint venture agreement with Cyprus An- 
vil Mining Corporation, and a number of prospects lo- 
cated in 1977 will be investigated by means of 
prospecting and drilling programs in 1978. 


In June the Company’s application to resume uranium 
exploration was approved under the Foreign Invest- 
ment Review legislation. Following this approval, ex- 
ploration projects were initiated in the Great Bear 
Lake region of the Northwest Territories, as well as 
preliminary investigation of a number of prospective 
uranium areas in British Columbia, Ontario and New- 
foundland. 


At year end, holdings of mineral titles totalled 111,931 
net acres, comprising 18,696 acres in British Columbia, 
8,879 acres in the Yukon Territory, 67,920 acres in the 
Northwest Territories, 7,840 acres in Ontario and 
8,596 acres in Quebec. In addition, the Company holds 
three prospecting permits in the Northwest Territories 
totalling 374,714 acres. 


In the southeastern United States, exploration con- 
tinued through the joint venture with a subsidiary of 
Continental Oil Company. To the end of 1977, a total 
of 15,283 acres have been accumulated over a broad 
area that is prospective for copper-zinc-barite 
mineralization. 


COAL EXPLORATION 


Coal exploration activities continued during 1977 with 
a major drilling program and an environmental over- 
view on the Company’s 8,300 acre Fall Creek property 
in the Alberta foothills. Recoverable reserves in this 
area are presently estimated at 33 million clean short 
tons of metallurgical grade coal. Preliminary mining 
feasibility studies are underway and additional work 


This drilling crew 1s evaluating the Company's coal leases in the Fall 
Creek area of west-central Alberta. 


is planned for 1978. Early in 1977, the Company filed 
coal lease applications on 19,000 acres of thermal coal 
prospects south of Grande Prairie in northwestern 
Alberta and plans for a drilling program are under- 
way. The Company will continue to investigate 
prospects for preliminary exploration and evaluation, 
as well as maintain its efforts to purchase or farmin to 
coal development projects which could reach the pro- 
duction stage in the near term. 


The Company’s trunk line right-of-way is patrolled regularly by air. 


PETROCHEMICALS 


Since 1975, the Company has participated with the 
alberta Enerey Company Ltd?, Mitsubishi 
Petrochemical Company Limited and Mitsubishi Cor- 
poration in the development of the Petrochemicals 
Alberta (Petalta) Project. This group is investigating 
the feasibility of a plant for the production of benzene 
and large volumes of co-products from condensate 
feedstock. In early 1977 the Alberta Energy Resources 
Conservation Board issued a favorable recommenda- 
tion on Petalta’s application for an industrial develop- 
ment permit. If the Alberta government grants the 
permit, important commercial and regulatory prob- 
lems will have to be resolved by the participants before 
proceeding with engineering plans and detailed cost 
estimates. The Company is not firmly committed to 
this project, and it is expected that a decision on its 
commercial viability will be reached in 1978. 


ENVIRONMENTAL 
CONSERVATION 


During 1977 the Company continued its policy of con- 
ducting environmental programs designed to monitor 
conditions at existing facilities and assist in the plan- 
ning of new projects. Detailed studies costing an aggre- 
gate of more than one-half million dollars were carried 


out for planning purposes in several areas of sensitive 
ecology. These included the Fall Creek coal property in 
the Alberta foothills and Arctic drilling locations at 
Ellef Ringnes Island and in the Davis Strait. The Com- 
pany also expanded its program of environmental in- 
spections at its field facilities to include sound level sur- 
veys, thereby ensuring that compressor stations and 
large gas plants operate within acceptable sound levels. 


In a continuing effort to ensure that all environmental 
aspects are fully considered in the preliminary stages 
of a new development, environmental guidelines were 
prepared for gas processing facilities and compressor 
stations. Company personnel also made a major con- 
tribution to the preparation of industry guidelines for 
the disposal of drilling wastes. 


An awareness program for all Company employees 
was started so that they would be familiar with en- 
vironmental needs and could assist in meeting the 
Company’s environmental objectives. The preserva- 
tion of areas having archeological and historical sig- 
nificance was emphasized, and during the year a 
number of such sites were identified and several pro- 
jects were modified to avoid possible damage. 


The Company continued to be represented on indus- 
try environmental committees and study groups 
which were involved in the review of draft regula- 
tions and environmentally related projects. Support 
was given to industry sponsored research programs 
such as the evaluation of an oil spill control method 
that uses air bubbles as a boom to contain and deflect 
oil slicks on water surfaces. 


EMPLOYEES 


The Company employs 1,350 people, representing a 
blend of technical and business professionals and 
skilled field operating personnel that is typical of the 
capital-intensive petroleum industry. The cost of sal- 
aries, wages and employee benefits totalled $30.8 
million in 1977. 


Because the capabilities of employees are so vital to the 
continued progress of the Company, it is a major cor- 
porate goal to assist individuals in pursuing their 
career objectives through employee development and 
training programs. New employees participate in 
orientation sessions which give insight into Company 
operations, objectives and strategies. On-the-job train- 
ing is carried out on a regular basis and participation 
in job-related courses at universities and technical 
schools is encouraged through the Employee Educa- 
tional Refund Plan under which the Company pays 
75% of the cost. A Management Development Pro- 


22 


gram extends opportunities for selected employees to 
develop their decision-making and leadership skills at 
courses sponsored by various universities in Canada 
and the United States. 


The Company continues to support higher education 
for young people in a variety of ways. In 1977, Com- 
pany-financed university scholarships were awarded 
to twenty sons and daughters of employees and five 
scholarships and a fellowship were awarded to other 
deserving university and technical school students. 
Educational institutions were given financial assis- 
tance in the form of contributions to capital projects, 
special grants and donations. 


During 1977, a total of 119 summer students were 
employed in office, field and plant locations. This pro- 
gram is of mutual benefit to the students and the Com- 
pany as it provides the students with employment and 
practical training, and the Company develops a 
reserve of potential permanent employees. 


The safety of employees and their families is an impor- 
tant ongoing Company objective. A defensive driving 
course is compulsory for all employees who drive 
Company vehicles and this course was made available 
to all Calgary personnel and their families. Continuing 
programs for the teaching of safety standards include 
an intensive first aid training course for field and plant 
personnel. First aid training also was provided for 
those Calgary personnel who form part of the head of- 
fice building emergency organization. The Company 
has an enviable safety record in the petroleum indus- 
try. Operating groups were recognized by various in- 
dustrial associations and received a total of 12 awards 
in 1977 for injury-free operations. 


Hudson’s Bay Oil and Gas continued its active pro- 
gram of contributions to community and charitable ac- 
tivities. The Company provided strong support to the 
United Way and other charities, while the employees 
contributed to various charities through the employee- 
operated Charitable Fund. This Fund, in addition to 
encouraging and providing a vehicle for employee 
contributions, has sponsored several very successful 
employee blood donor clinics. The Company is a ma- 
jor corporate contributor to Junior Achievement, a 
program which provides an effective business learning 
experience for high school students. In addition, many 
employees have made generous contributions of their 
time and talents as advisors in this program. For a 
number of years the Company has supported an inter- 
national exchange program for senior university stu- 
dents in business related courses. Specific work assign- 
ments, structured to give practical business experience, 
have been given to students from such countries as 
Sweden, France, Holland, Belgium, Denmark and 
Yugoslavia. 
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MANAGEMENT'S ANALYSIS 
OF FINANCIAL RESULTS 


EARNINGS 


Net earnings for 1977 were $98.9 million, a 26% in- 
crease over the 1976 level of $78.7 million. After pro- 
viding for preferred dividends, net earnings amounted 
to $5.22 per common share compared to $4.15 for 1976. 
Funds generated from operations increased by 35% to 
$189.0 million or $9.97 per common share. 


The rate of return on total capital employed increased 
from 15.2% in 1976 to 17.3% in 1977 and the return on 
shareholders’ equity increased from 25.2% to 26.5% 
(the basis of calculation of these returns is explained in 
the Notes to the Ten Year Financial Review). These 
gains signal a return to the upward trend in rates of 
return which prevailed prior to 1976. The decline in 
1976 reflected the large expenditure made at year end 
1975 for the purchase of natural gas reserves and ex- 
ploratory acreage, of which a significant portion was 
in the development stage and did not generate 
revenues. 


Dividends on common shares were 38 cents per share 
for the first three quarters and 40 cents per share for 
the final quarter, resulting in a total distribution of 
$1.54 per share for 1977. Regular quarterly dividends 
totalling $2.50 per share for the year were declared on 
preferred shares. 


REVENUES 


Gross domestic production revenues for the year 
totalled $469.5 million, a gain of 22%, principally due 
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R. F. Haskayne, Executive Vice-President, is responsible for all financial 
and administrative services, as well as corporate planning and new busi- 
ness development activities. 


to higher prices. The major components of production 
revenues and a comparison with the prior year’s num- 
bers are provided in the accompanying table. Details 
of the changes in production volumes and sales prices 
are provided in the production section of the report. 


Net domestic production revenues after deducting 
royalties totalled $316.2 million, a gain of 21%. Cana- 
dian royalties in 1977 averaged 33% of gross revenues 
compared with 32% in 1976. Net foreign production 
revenues amounted to $26.8 million, an increase of 
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PRODUCTION REVENUES 
(Thousands of dollars) 


Domestic Foreign Total 
Gross Production Net Production Net Production Net Production 
Revenues Royalties Revenues Revenues Revenues 

1977 1976 1977 1976 1977 1976 1977 1976 1977 1976 
Crude Oil... Detter eee eet teen ees $180,147 $148,226 $ 58,823 $ 47,798 $121,324 $100,428 $26,677 $204 $148,001 $100,632 
NaturalliGas liquids: ase...) 74. - 2 aca; 73,785 62,045 25,365 20,444 48,420 41,601 16 2 48,436 41,603 
Natural Gast. seycmicn oes trea. eto s eae 193,854 158,255 68,375 55,369 125,479 102,886 91 28 125,570 102,914 
SU p Lt Damme se aera ere en te aS hes 2s caw 5,214 3,716 785 584 4,429 Spicy — = 4,429 3,132 
Processing Non-Owned Gas ............ 16,516 13,005 = = 16,516 13,005 = = 16,516 13,005 
TIGTEWS o.c.0ct5 ooo 48h deny orga Hees aeceoe tS $469,516 $385,247 $153,348 $124,195 $316,168 $261,052 $26,784 $234 $342,952 $261,286 


$26.6 million that resulted from the acquisition of an 
interest in the Southeast Sumatra production sharing 
contract in December, 1976. Operating revenues from 
pipe line and product trading operations, at $18.8 
million, were up 15.1%. Investment and other income 
of $7.7 million was 6.6% higher than in the prior year. 


EXPENSES 


Expenses, exclusive of income taxes, totalled $172.3 
million, an increase of 30%. Petroleum exploration ex- 
penses were up 31% to $19.4 million mainly due to a 
higher level of foreign exploration and increased 
domestic geophysical activity. Dry hole and abandon- 
ment charges increased 63% to $28.1 million reflecting 
the substantial increase in exploratory drilling. Other 
exploration and business development expenses in- 
creased 19.0% to $6.3 million primarily because of ex- 
panded minerals exploration programs. 
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Petroleum production expenses advanced by 29% to 
$59.3 million because of the costs associated with the 
new Indonesian crude oil production purchased late in 
1976, the operation of additional domestic properties 
and the impact of inflation on Canadian operating 
costs. Charges for depreciation, depletion and amor- 
tization were 19.9% higher at an aggregate of $43.3 
million, largely due to the additional charges associ- 
ated with the Indonesian acquisition. 


INCOME TAXES 


The provision for current and deferred income taxes 
totalled $98.2 million, an increase of 34%. These in- 
come tax charges represented an effective rate of 49.8% 
of pre-tax earnings in 1977, compared with 48.2% for 
the previous year. Additional details on the tax 
calculation are provided in Note 6 to the Consolidated 
Financial Statements. 
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CAPITAL EXPENDITURES 


Capital expenditures totalled $104.9 million in 1977 
compared with $84.8 million in 1976, an increase of 
24%. If the costs related to the 1976 acquisition of In- 
donesian producing properties are excluded from both 
years, expenditures in 1977 were 50% higher than in 
1976, the majority of which resulted from more active 
drilling programs in Canada and abroad and increased 
outlays for Canadian undeveloped oil and gas rights. 


FINANCIAL POSITION 


Funds generated from operations and other internal 
sources in 1977 were more than sufficient to cover 
capital expenditures, dividends, debt retirement and 
all other requirements for funds. Consequently, work- 
ing capital rose by $32.0 million to $78.0 million. Long 
term debt, including the portion due within one year, 
was reduced to $79.8 million, principally as a result of 
the rapid retirement schedule of the term payables in- 
curred for the acquisition of properties in 1975. In 
1977, retained earnings increased $69.6 million bring- 
ing shareholders’ equity to a total of $407.8 million. 
With these changes, long term debt represented 16.4% 


of total debt and equity capital at the end of 1977 com- 
pared with 23% at the prior year end. 


An option to convert each Series A Preferred Share 
into one common share expired on October 15, 1977. 
Of the 71,542 preferred shares outstanding on January 
1, 1977, 56,145 were converted prior to October 15, 
leaving 15,397 outstanding at December 31, 1977. The 
resulting issue of common shares brought the total 
number outstanding at year end to 18,983,272. 


Net production revenues showed gains over the prior 
year in each quarter of 1977 primarily due to higher 
average selling prices in Canada and new crude oil 
production in Indonesia. Sales volumes for natural gas 
liquids were up in the second and third quarters, while 
natural gas volumes were down in all but the third 
quarter. 


Net earnings displayed wide differences in the quar- 
terly comparisons with the prior year, reflecting the 
varying rates of revenue gains and the divergent im- 
pact of changes in the amount and timing of various 
expense items, particularly in dry hole and abandon- 
ment costs. 


COMPARATIVE REVIEW OF QUARTERLY FINANCIAL RESULTS 


(Thousands of dollars, except per share amounts) 


Net Production Revenues 


Percent 
1977 1976 Increase 
Hirst'@uarter eee oe eee $ 84,704 $ 66,909 26.6 
Second, Ouartens ee eee 81,480 59,991 35.8 
Third Quarter tenes ee 81,744 59,889 36.5 
Fourth’ Quarter aece.caece eer 95,024 74,497 27.6 
TotalsVearges enckte ee eee $342,952 $261,286 eile} 
CAPITAL EXPENDITURES 
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Net Earnings Net Earnings Per Share 


Percent 
1977 1976 Increase 1977 1976 
$26,072 $21,165 23.2 $1.38 $1.12 
23,143 16,392 41.2 1.22 86 
22,236 17,167 29.5 1.17 90 
27,489 23,951 14.8 1.45 1.27 
$98,940 $78,675 25.8 $5.22 $4.15 
SHAREHOLDERS’ EQUITY and 
LONG TERM DEBT OULU 
Millions of dollars 


wuammss Shareholders’ Equity 400 


Long Term Debt 

(including current 

portion) 300 
200 
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SUMMARY OF 
ACCOUNTING POLICIES 


CONSOLIDATION BASIS 


The consolidated financial statements include the ac- 
counts of Hudson’s Bay Oil and Gas Company Limited 
and its subsidiaries, all of which are wholly-owned. 


FOREIGN CURRENCY TRANSLATION 


Accounts of foreign operations are stated in Canadian 
dollars. Current assets and liabilities are translated at 
year end rates of exchange. Non-current assets and 
liabilities, and income accounts are, in general, trans- 
lated at rates in effect when acquired or incurred. 
Gains or losses on translation of foreign currencies, 


though not material, are included in net earnings. 


OIL AND GAS INTERESTS 


The Company follows a form of the successful efforts 


method of accounting for its oil and gas interests. 


Costs of oil and gas rights are capitalized when 
acquired. A regular charge is made to earnings for 
amortization of undeveloped oil and gas rights. The 
amortization rates for 1977 and 1976 were: 


1977 1976 
WOMmesticue ape Ree aera ieicteine cutest aheut ouapere 8% 7.5% 
I ORGIO IN wom ese ear estate dens Srarstee cert todePauel cealayriouseosact 15% 15% 


When undeveloped rights are surrendered their costs 
are charged against the accumulated amortization. 
When undeveloped rights are proven to be productive 
the original costs are transferred to the developed oil 
and gas rights account and charged to earnings over 
the producing life of the property by annual provi- 
sions for depletion calculated on the unit of produc- 


tion method. 


Exploration expenses, including geological and 
geophysical costs, are charged to earnings as incurred. 
All costs of drilling wells initially are capitalized. If, on 


completion, a well is not capable of commercial pro- 


duction its cost is written off immediately. The costs of 
all offshore exploratory wells also are written off im- 
mediately unless they have found reserves which are 
expected to be developed for commercial production 
within a reasonable period. The costs of successful 
wells, other than equipment costs, are depleted on the 
unit of production method in the same manner as the 


costs of developed oil and gas rights. 


OTHER INTERESTS 


Costs of acquiring oil sands rights are included in, and 
amortized in the same manner as, undeveloped oil 
and gas rights. Costs of acquiring mineral and coal 


rights are treated in a similar manner. 


Exploration and project development costs for oil 
sands, minerals, coal and other new business develop- 
ment projects are charged to earnings as incurred but 
when the commercial viability of a project has been es- 
tablished all subsequent expenditures thereon are 
capitalized. 


PLANT AND EQUIPMENT 


Plant and equipment costs are depreciated on the 
straight line method over the useful lives of the assets, 
except that certain pipe line assets are depreciated on 


the unit of throughput method. 


The principal annual straight line rates for 1977 and 
1976 were: 


easesancduwelleqaipmme mtepermarer yn teat renter meter letersi 8% 
Rlantsraticderelatedstacilitiesimemmtn nent iter t tite tt tetera 5% 
IMeyfore (uebiall< fervor WSS. 50 boonsenoooggagoounsueeeosce 4% 


Gains or losses on disposal of plant and equipment are 
credited or charged to accumulated depreciation. 
However, on the disposal of an entire property unit, 


the gain or loss is credited or charged to earnings. 


Renewals or replacements which improve or extend 
the life of existing properties are capitalized. Those of a 
routine nature as well as maintenance and repairs are 


charged to earnings. 
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Hudson’s Bay Oil and Gas Company Limited 


CONSOLIDATED STATEMENTS OF EARNINGS 
Years Ended December 31, 1977 and 1976 


Revenues 
Net production revenues 
Pipe line and product trading revenues 
Investment and other income 


Expenses 
Petroleum exploration 
Petroleum production 
Pipe line and product trading 
Other exploration and business development 
General administrative 
Depletion 
Depreciation 
Amortization of undeveloped oil and gas rights 
Dry holes and abandonments 
Interest (Note 4) 
Other 


Earnings Before Income Taxes 


Income Taxes (Note 6) 
Current 
Deferred 


Net Earnings 


Net Earnings Per Common Share (Note 10) 


1977 


CONSOLIDATED STATEMENTS OF RETAINED EARNINGS 


Years Ended December 31, 1977 and 1976 


Retained earnings — January 1 
Net earnings 


Dividends declared 
Preferred shares 
Common shares 


Retained earnings — December 31 


See Notes to the Consolidated Financial Statements. 
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1976 


(Thousands of dollars) 


$342,952 $261,286 
18,789 16,324 
7,692 PAGS 
369,433 284,828 
19,397 14,857 
59,276 45,972 
4,458 3,976 
6,334 5 oven 
8,035 6,629 
17,101 11,847 
15,157 13,830 
11,083 10,463 
28,087 17,262 
3,192 3,462 
193 (756) 
172,313 132,864 
197,120 151,964 
79,355 63,260 
18,825 10,029 
98,180 73,289 
$ 98,940 $ 78,675 
$ See. $ al iS 
1977 1976 
(Thousands of dollars) 
$241,294 $189,867 
98,940 78,675 
340,234 268,542 
136 186 
29,175 27 ,062 
29,311 27,248 
$310,923 $241,294 


Hudson’s Bay Oil and Gas Company Limited 


CONSOLIDATED BALANCE SHEETS 
December 31, 1977 and 1976 


ASSETS 
Current Assets 
Cash 
Short term investments at cost, which approximates market 
Accounts receivable (Note 2) 
Inventories 
Products at lower of average cost and net realizable value 
Materials and supplies at or below average cost 


Property, Plant and Equipment — Net (Notes 1 and 3) 


Investments, Advances and Other Assets 
Investments and advances at cost 
Deposits, deferred charges and miscellaneous assets at cost 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current Liabilities 
Accounts payable and accrued liabilities (Note 2) 
Income and other taxes payable 
Dividends payable (Note 2 
Long term debt due within one year (Note 4) 


Long Term Debt (Note 4) 
Deferred Revenue (Note 5) 
Deferred Income Taxes (Note 6) 


Shareholders’ Equity 
Capital stock (Note 7) 
Authorized 
Preferred — $50.00 par value— 915,397 shares 
(971,542 shares in 1976) 
Common — $ 2.50 par value — 25,000,000 shares 
Issued and Outstanding 
5% Cumulative Redeemable Convertible 
Preferred Shares Series A — 15,397 shares 
(71,542 shares in 1976) 
Common Shares — 18,983,272 (18,927,127 shares in 1976) 
Contributed surplus (Note 7) 
Retained earnings 


Commitments and Contingencies (Note 8) 


Approved on behalf of the Board: 


Lie Or (2-6-—~___ Director 


A. /. MWcckhagr’ Director 


See Notes to the Consolidated Financial Statements. 
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86,947 
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4,805 


233,691 
507,384 


2,605 


8,057 
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$751,737 


$118,963 
11,268 
7,603 


17,821 


155,655 


62,019 


2,397, 


123,953 


770 
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407,753 


$751,737 


1976 


(Thousands of dollars) 


$ 2,514 
59,647 
111,509 


O92 
4,745 


184,207 
474,887 


2,928 


6,799 
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Hudson’s Bay Oil and Gas Company Limited 


CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 


Years Ended December 31, 1977 and 1976 


Sources of Funds 


1977 


1976 


(Thousands of dollars) 


Net earnings $ 98,940 $ 78,675 
Charges (credits) to earnings not involving funds: 
Depreciation, depletion and amortization 43,341 36,140 
Dry holes and abandonments 28,087 17,262 
Deferred income taxes 18,825 10,029 
Other — net (233) (2,032) 
Funds generated from operations 188,960 140,074 
Proceeds from sales of properties and investments 1,313 2,321 
Total Sources of Funds 190,273 142,395 
Uses of Funds 
Expenditures for Pe plant and equipment 104,853 84,832 
Reduction of long term debt 19,830 20/512 
Dividends declared 29,311 27 ,248 
Miscellaneous — net 4,286 (296) 
Total Uses of Funds 158,280 132,296 
Increase in Working Capital $ 31,993 $ 10,099 
Working Capital Changes 
Increase (Decrease) in Current Assets 
Cash and short term investments $ 26,108 G7 ,200 
Accounts receivable 23,446 16,281 
Inventories (70) 1123 
49,484 24,634 
Increase (Decrease) in Current Liabilities 
Accounts payable and accrued liabilities 10,950 18,416 
Income and other taxes payable 6,262 (4,468) 
Dividends payable 366 566 
Long term debt due within one year (87) 21 
17,491 14,535 
Increase in Working Capital $ 31,993 $ 10,099 


See Notes to the Consolidated Financial Statements. 


AUDITORS’ REPORT TO SHAREHOLDERS 


We have examined the consolidated balance sheets of Hudson’s Bay Oil and Gas Company Limited as at December 
31, 1977 and 1976 and the consolidated statements of earnings, retained earnings and changes in financial position 
for the years then ended. Our examination was made in accordance with generally accepted auditing standards, 
and accordingly included such tests and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the Company as at 
December 31, 1977 and 1976 and the results of its operations and the changes in its financial position for the years 
then ended in accordance with generally accepted accounting principles applied on a consistent basis. 


ee ne yy, 2ay, Vircsprmp gh ; MWitele te Co. 


January 27, 1978 Chartered Accountants 
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Hudson’s Bay Oil and Gas Company Limited 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Note 1 — Summary of Accounting Policies 
The principal accounting policies followed by the Company and its subsidiaries are detailed on Page 27. 


Note 2 — Amounts Owing To And From Affiliated Companies 


Accounts receivable include $26,246,000 due from Continental Oil Company and its subsidiaries and accounts 
payable include $178,000 due to Continental Oil Company. The foregoing balances resulted from transactions in 
the normal course of business with most of the receivables relating to December sales of crude oil and natural gas 
liquids. Dividends payable include $4,016,000 due to Continental Oil Company and $1,603,000 due to Hudson’s Bay 
Company. 


Note 3 — Property, Plant and Equipment 
1977 1976 


(Thousands of dollars) 


Accumulated Accumulated 
Depreciation, Depreciation, 
Depletion and Depletion and 
Cost Amortization Net Cost Amortization Net 
Undeveloped oil and gas rights ....... $141,464 $ 33,876 $107,588 $132,881 $ 24,348 $108,533 
Developed oil and gas rights.......... 95,197 32,380 62,817 93,248 23,561 69,687 
Oil and gas rights on Siebens Oil & 

Seas aL td latices (CL) ceed wheatay rnc ees 1 _ 1 1 — 1 
Wells and related facilities ........... 330,654 155,832 (2) 174,822 289,295 143,979 (2) 145,316 
Plants and related facilities........... 182,257 53,800 128,457 165,908 45,918 119,990 
Pipe line and product trading facilities. 42,971 15725 27,246 42,173 14,211 27,962 
GENS Ieearaate teeta ees ye de Meee 10,515 4,062 6,453 6,843 3,445 3,398 
(Lo talliterpsrem ites reset. conn neces. 3 $803,059 $295,675 $507,384 $730,349 $255,462 $474,887 


(1) The Company has an exclusive right until December 31, 1999 to lease any or all of 1,919,000 acres of petroleum and natural gas rights 
owned in fee by Siebens Oil & Gas Ltd. A nominal value of $1,000 has been assigned to these rights. 


(2) Includes depletion of $100,231,000 (1976 - $92,665,000) and depreciation of $55,601,000 (1976 - $51,314,000). 


Note 4 — Long Term Debt 1977 1976 


(Thousands of dollars) 


FIRST MORTGAGE SINKING FUND BONDS 
DA cECELICS uGPECLUICHATIOUIS Eyslial 97, / ma peeuanrn 7 Aare rune gin Qe PA ego u nals chery MMC pore tha anyld Menten FiapayonadeNs.eds aaa tio iayede $ — ey 
5'b% Series D, due June 15, 1983 — remaining sinking fund 

requirements — $713,000 in 1979, $1,500,000 per annum 


(EO) to TOD arael Sy SOC MOG aie enenwieOg . oc oosgehos ras dadet ane deeds s dbbwn aos son ean ooo boo oo L277 AS 14,069 
7% Series E, due January 3, 1987 — remaining sinking fund 
requirements: ——.po77,000 119807, poU0/000s pen anmumnl 1981 tO 1987 Wie wise elses er elniel-- 4,577 5,230 


7.85% Series F, due April 15, 1994 (U.S. $25,000,000 issued and pledged 
to-secutre payment of the 7.85% Collateral Trust Bonds due 1994) 0.0.00... 6c eee eee scien ees = = 


COLLATERAL TRUST BONDS 

7.85% Collateral Trust Bonds due April 15, 1994 — sinking fund 
requirements U.S. $1,250,000 per annum 1979 to 1993 and U.S. 
$6,250,000 at maturity. (U.S. $25,000,000 recorded at the 
exchange rate in effect at date of issue. At the exchange rate 


prevailing on December 31, 1977, this liability would amount to MATEY SOM O10 0) Br cptin ic desis ins Chee ote Bes ren ko 26,909 26,909 
OTHER 
Non-interest bearing unsecured term payables — due in equal annual 
installments of approximatelyagil7,821/000 on June, 1973 and 1979 ini nnce esse sess heen 2k 35,641 53,462 
79,840 SLY 
17,821 17,908 


TOL 5 yas A asena aoe Soplonaelts Guocy Gio eee fo Ga cro ome aes Eee CN OS © LONER ORL oI Rot ine Re ara nT rr $62,019 $81,849 


The aggregate payments of principal required on the foregoing long term debt in each of the next five years are as 
follows: $17,821,000 in 1978; $19,783,000 (including U.S. $1,250,000) in 1979; $3,127,000 (including U.S. $1,250,000) 


3] 


in 1980; $3,350,000 (including U.S. $1,250,000) in 1981 and 1982. Interest expense of $3,192,000 (1976 - $3,462,000) 
includes interest of $3,209,000 (1976 - $3,139,000) on long term debt described in the above table and other interest of 
$(17,000) (1976 - $323,000). 


Note 5 — Deferred Revenue 


1977 1976 

(Thousands of dollars) 

Advances received om future matural casisalesi myers tritici sheave tetst tet a eet ietsteliet tele eter eerie anteater — $1,749 
Proceeds from sales of crude oil in excess of production 

entitlements unde production-sharime COMtnaCts sett trl isat ere er tia tert ieee tat een Te 2,357 3,808 

$2,357 $5,557 


Note 6 — Income Taxes 


The provisions made for income taxes in 1977 and 1976 exceed the amounts which would have been expected if it 
were assumed that the reported pre-tax earnings were subject to the Canadian Federal statutory income tax rate for 
the year. The principal reasons for the differences between such “expected” income tax provisions and the 
amounts actually provided were as follows: 


1977 1976 
(Thousands of dollars) 
Percent of Percent of 
Pre-tax Pre-tax 
Amount Earnings Amount Earnings 
Computed! expected @ income taXxesy anaes) ne ecrne teen rt eer ee $ 90,675 46.0 $ 69,903 46.0 
Increase (Decrease) in income taxes resulting from: 
Non-deductibility of royalties and other 
payments to the Crown e242 c.iecsnsacae secs cae setae a ren: 65,918 33.5 52,346 34.4 
Less related allowances and rebates: 
Federal wo... digas Nein rir an pee 8 oa canel teh olaesese orien eee (43,200) (21.9) (35,035) (23.1) 
Previn ly eis reste Ras ee fc a ( 6,463) ( 33) ( 6,004) ( 3.9) 
16,255 8.3 11,307 7.4 
Allowance; for earned depletion: aas-eeve errno eee cee (12,207) ( 6.2) ( 8,060) (5.3) 
Incrementalsprovineial taxes seit ere ee ie eee eer eter MeN: ile 1,786 3} 
Incremental foreignitaxesir morn ter ere eet rete teeae 3,964 2.0 —_ —_— 
Other — net cos vny He etic cain oui eee ee ee Oe ee ere! ( 2,662) ( 1.4) ( 1,647) (Gir) 
7,505 3.8 3,386 2.2 
Actualiincome tax provasion sacs: oes sec iene teers eee ee ee $ 98,180 49.8 $ 73,289 48.2 


The foregoing income tax provisions include deferred income taxes of $18,825,000 in 1977 and $10,029,000 in 1976. 
The amount of deferred taxes, by the principal items which gave rise to such taxes, was as follows: 


1977 1976 

(Thousands of dollars) 
Léadse acquisition: COSES: 4 es iie-.c ss bi dims eee, Sionete Si uae mene evo ete se eee ee ns wee ee $ 4,088 $ 5,590 
Depreciable: facilitiesscsscsacs's siv.dimcs, oa-nrm'e sari nat clave Galenc gts Osa nano eaters Cee nea eda eR wee pee ere 5,069 5,930 
Drilling and ‘exploration, costs..9 .:nsec0 coe. ce verte sce orem ees ene er Ieee 8,876 (2,052) 
Other = met ass 5 eo sre es ek ce ecige sc SLR See eicertc ea COE eee Sa Ses Te TR eR 792 561 


Deferred: incOme: taxes: sic 564 bse dsesate eG cos nel a Sm SS TMT ASCE ee OT 0 aC $18,825 $10,029 


The deferred income taxes arose because the rates of write-off of certain costs for financial reporting purposes 
differed from the following rates of write-off permitted for tax purposes: 

(i) 100% of expenditures for “Canadian exploration expense”, which includes all geological and geophysical 
expenses, dry holes and abandonments, and costs of drilling wells which resulted in the discovery of new 
pools of hydrocarbons or which are not expected to come into production in commercial quantities with- 
in one year of the date of completion; 

(ii) 30% of the unclaimed balance of expenditures for “Canadian development expense” which includes costs 
of drilling all other wells and the acquisition costs of petroleum and natural gas rights; 

(iii) the unclaimed balance of expenditures for “foreign exploration and development expense” on operations 
conducted directly by the Company in foreign countries to the extent of foreign production income or 
10% of such unclaimed balance, whichever is greater; and 

(iv) varying rates of “capital cost allowance” on depreciable assets. 


oz 


In determining the current income taxes payable in 1977 the Company deducted the maximum amount of all costs 
that are claimable plus all the depletion “earned” and a 25% resource allowance in lieu of royalties and other non- 
deductible payments to the Crown. Foreign incorporated subsidiaries of the Company did not generate any taxable 
income in 1977 or 1976 and in each case deductible costs will be carried forward for application against future taxa- 
ble income of these subsidiaries. 


Note 7 — Capital Stock 

The 5% Cumulative Redeemable Convertible Preferred Shares Series A are redeemable at the option of the Com- 
pany at $51.00 per share. The option of preferred shareholders to convert each preferred share into one common 
share expired on October 15, 1977. During the year 56,145 common shares (1976 - 4,728 common shares) were 
issued on conversion of the same number of preferred shares. The excess of the par value of the preferred shares 
over the par value of the common shares into which they were converted amounted to $2,668,000 (1976 - $224,000) 
and was credited to Contributed Surplus. 


Note 8 — Commitments and Contingencies 


The Company in the normal course of business has entered into a long term agreement to lease office space in 
Calgary. This lease, which will expire in 1996 if the ten year renewal option is not exercised, has a minimum rental 
payable of $1,744,000 for 1978; $1,752,000 for 1979; $1,757,000 for 1980; $1,794,000 for 1981 and $1,830,000 for 1982. 
The Province of Saskatchewan has introduced a bill to tax profits derived from the production of oil in the prov- 
ince from January 1, 1974. The rate of tax has not been set and accordingly the Company cannot determine its 
liability for tax. The Company expects, however, that its liability will be substantially offset by amounts already 
paid to the Province under legislation which recently has been declared ultra-vires. 


Note 9 — Federal Anti-Inflation Legislation 

The federal program of restraint on prices and profits, dividends and compensation continued throughout 1977. 
Most of the Company’s 1977 revenues were derived from the sale of crude oil, natural gas liquids and natural gas, 
the prices of which are already subject to government controls and therefore are exempt from the anti-inflation 
guidelines. In accordance with the directives of the Anti-Inflation Board, the remainder of the Company’s 
revenues are considered to be exempt from the guidelines. The Company is, however, subject to and in compliance 
with the guidelines for compensation and dividends. 


Note 10 — Net Earnings Per Common Share 

Net earnings per common share are based on the monthly weighted average number of common shares outstanding 
and are after dividend requirements on the 5% Cumulative Redeemable Convertible Preferred Shares Series A. 
Unaudited quarterly earnings per share information is included in the table on Page 26. 


Note 11 — Remuneration of Directors and Officers 

Aggregate direct remuneration paid or payable in 1977 to the Company’s directors and officers amounted to 
$60,000 and $880,000 respectively (1976 - $62,000 and $804,000). During the year there was a total of 15 directors 
and 13 officers of whom four served in both capacities. No remuneration was paid or payable to directors or of- 
ficers of the Company by any of its subsidiaries. 


Note 12 — Retirement Plan 

The Company has a contributory retirement plan which is available to all permanent employees. At December 31, 
1976 the date of the last actuarial evaluation, unfunded liabilities amounted to $832,000, which are being amortized 
over appropriate periods. 


Note 13 — Securities and Exchange Commission Reporting Requirements 

In accordance with a requirement of the United States Securities and Exchange Commission (S.E.C.) the Company 
has provided certain disclosures in Form 10-K with respect to the replacement cost of a small portion of its assets 
and the related effect on net earnings. 

The S.E.C. also has adopted a standard issued by the Financial Accounting Standards Board (F.A.S.B.) on reporting 
by oil and gas producing companies which requires the use of successful efforts accounting. The Company has al- 
ways used a form of successful efforts accounting (see Note 1) which differs slightly from the F.A.S.B. method. If the 
F.A.S.B. method was adopted, it would not have a material effect on net earnings, shareholders’ equity, debt cove- 
nants or dividend policies. 
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TEN YEAR FINANCIAL REVIEW “& 


1977 1976 1975 1974 1973 1972 1971 1970 1969 1968 
Consolidated Statement of Earnings 
Net Production Revenues 
Ganada— Crude/Oilyan quae ene ere $121,324 100,428 91,785 85,333 66,568 52,340 47,501 40,416 36,580 36,671 
— Natural Gas and Associated Products... $194,844 160,624 123,184 83,452 55,878 43,573 36,850 35,346 33,266 24,320 
INO) Calaale Songs te om ono mon ner kon Mon cant $ 26,784 234 — —_— — = == a = = 
Pipe Line and Product Trading Revenues ...... $ 18,789 16,324 13,678 14,415 13,971 12,720 10,956 8,428 6,649 5,893 
Investment and Other Income ...... 2.0.05. 4-. $ 7,692 7,218 6,741 6,895 3,457 2,197 2,665 4,154 4,867 3,887 
$369,433 284,828 235,388 190,095 139,874 110,830 97,972 88,344 81,362 70,771 
Expenses 
Peecican alls PUT, wets dougonesencgnasc $ 19,397 14,857 13,724 13,100 10,576 9,410 8,526 7,981 8,890 8,257 
Petrolemm: Productionsacmaante ier taeae $ 59,276 45,972 38,642 32,148 26,708 21,336 18,880 15,629 13,416 11,062 
Other Operating and Administrative ........ $ 19,020 15,171 11,120 8,367 7,308 6,784 6,736 5,488 4,817 3,800 
Depletion, Depreciation, Amortization & 
Bry Holes & Abandonments.............. $ 71,428 53,402 34,805 30,077 29,120 26,628 23,338 21,484 19,261 16,783 
Imtenrest tow eae kn oe ele caciers eee ee $ 3,192 3,462 3,519 3,674 3,924 4,128 4,539 5,478 5,588 4,059 
$172,313 132,864 101,810 87,366 77,636 68,286 62,019 56,060 51,972 43,961 
Net Earnings Before Income Taxes............. $197,120 151,964 133,578 102,729 62,238 42,544 35,953 32,284 29,390 26,810 
Income’ Taxes’ — Current (2.35 esse ee ee nae $ 79,355 63,260 47,783 40,825 16,122 9,242 7,473 7,854 2,360 20 
—— Deferred as Ase pcsaienno none $ 18,825 10,029 16,046 302 6,746 5,553 5325 4,260 8,147 9,389 
Net Barnings tron a-mrcsanais ame a aeme el ne ios $ 98,940 78,675 69,749 58,352 39,370 27,749 23,155 20,170 18,883 17,401 
Per Gommon Share nan necessaries Sire 4.15 3.68 3.07 2.07 1.44 1.18 1.02 0.95 0.87 
Funds Generated from Operations............. $188,960 140,074 120,168 91,502 74,623 59,811 51,180 44,607 44,794 42,751 
Per Common: Share. pene $ 9.97 UW) 6.34 4.83 3.93 3.18 PIP? 2.36 PB] 2.25 
Rate of Return 
On Total Capital Employed (4).............. 17.3% 15.2% 17.4% 16.7% 12.7% 9.8% 8.7% 8.1% 8.3% 8.3% 
Oni Shareholders? Equity (5) enn ee 26.5% 25.2% 26.4% 26.4% 20.9% 16.5% 15.0% 14.0% 14.0% 13.7% 
Major Balance Sheet Items 
Working Gapitalinee meer erro er $ 78,036 46,043 35,944 55,448 34,023 23,434 15,778 19,486 25,408 3,824 
Property, Plant and Equipment — Net......... $507,384 474,887 444,736 314,241 300,093 288,063 279,462 265,103 251,019 231,828 
Long Term. Debisnesasdee eo re eree ie ta $ 62,019 81,849 102,361 52,003 57,983 66,648 68,417 75,334 83,061 62,593 
Deferred Income Taxesamen seus rarer ere $123,953 105,128 95,099 79,053 75,501 68,755 63,429 58,104 53,844 45,697 
Shareholders: Equityieentornent sige et eer $407,753 338,123 286,696 240,792 200,608 175,622 160,184 148,590 139,067 130,831 
Capital Expenditures 
Petroleum Exploration and Development 
Undeveloped Oil and Gas Rights — Canada. . $ 13,135 8,083 57,930 7,899 7,176 6,439 3,920 5,547 14,171 5,178 
— Foreign. . $ 510 269 3) By) 5,067 oe — — — — — 
Exploratory Drilling — Canada............. $ 24,742 14,010 9,901 8,641 6,789 8,117 5,182 5,286 4,031 5,303 
—= Foreign. “250. se5 as $ 11,946 7,669 4,155 603 _— = a — = a= 
Total Petroleum Exploration Capital 
Expenditures ais nian cis arenas $ 50,333 30,031 75,218 22,210 13,965 14,556 9,102 10,833 18,202 10,481 
Developed Oil and Gas Rights — Canada .... $ 6 ( 1,831) 43,865 — — 31 147 111 — 176 
—Foreign.... $ ( 1,406) 14,025 — — a — — — — — 
Development Drilling and Production 
Bacilities ——_ Canada-a aac ae eno $ 31,635 21,385 20,561 10,219 16,931 12,875 10,436 8,821 10,893 10,622 
== POF EIST este, Havaorete nissan $ 2,453 371 5 — — _ — a — —_— 
Plants'and Related Facilities ....4..... sa. 00: $ 16,462 18,579 21,720 10,976 4,718 9,554 15,524 15,462 8,663 26,428 
Total Petroleum Capital Expenditures...... $ 99,483 82,560 161,369(3) 43,405 35,614 37,016 35,209 35,227 37,758 47,707 
@ther Gapitallexpendituress scree terre $95;370 Dy 5,049 2,280 7,345 2,321 4,150 2137 1,921 4,649 
TotaliGapital/Bxpendituresi.. sere $104,853 84,832 166,418 45,685 42,959 39,337 39,359 37,364 39,679 52,356 
Exploration Expenses 
Petroleunt—— Canada meneame tee eee $ 15,382 12,868 11,723 127395 10,214 9,410 8,526 7,981 8,890 8,257 
—='FORCION. cuisinart rence iene inne $ 4,015 1,989 2,001 705 362 — — i —_ —_ 
Total’ Petroleum) Expensesy..-- = -seaesene $ 19,397 14,857 13,724 13,100 10,576 9,410 8,526 7,981 8,890 8,257 
Other Exploration & Business Development .... $ 6,334 Ly ev) 1,924 877 774 279 446 340 548 82 
Total Exploration ExXpensesi...ne eee eet: $ 25,731 20,179 15,648 13,977 11,350 9,689 8,972 8,321 9,438 8,339 
Total Capital Expenditures & Exploration 
Expenses 
Petroleunnse-tre ocean eater ace ae $118,880 97,417 175,093(3) 56,505 46,190 46,426 43,735 43,208 46,648 55,964 
Other etn sacra ce eee $ 11,704 7,594 6,973 Shibeyy 8,119 2,600 4,596 2,477 2,469 4,731 
Total Regycvnisceutooee roe Goce nae $130,584 105,011 182,066 59,662 54,309 49,026 48,331 45,685 49,117 60,695 
Shareholders and Dividends 
Preferred Shares 
Number of Shares Outstanding 
(thousarids):e3en art sce ea eter 15 72 76 77 77 77 600 600 600 600 
Number of Shareholdersi.. ec seen 167 568 589 581 599 640 2,593 2,625 2,677 2,851 
Market Price Per Share — High............. $ 47.25 40.50 40.00 51.00 63.00 60.00 62.00 62.50 60.00 63.50 
= LOW scree eee Re Pehl) 31.50 28.50 27.00 50.00 47.50 49.50 43.00 50.75 51k29 
Dividends Declared Per Share — 
in equal quarterly amounts totalling ....... $ 2.50 2.50 2.50 2.50 2.50 2.50 2.50 2.50 2.50 2.50 
Common Shares 
Number of Shares Outstanding 
(thousands) 4.52 seee nee 18,983 18,927 18,922 18,922 18,922 18,922 18,294 18,294 18,294 18,294 
Numberiofishaneholdersten.. eee eaten one 8,403 8,578 9,079 9,363 9,803 10,135 rly 9,751 8,688 8,864 
Market Price Per Share — High............. $ 48.75 41.00 36.50 47.75 57.50 57.50 49.50 51.00 45.00 46.00 
. —= Low: astnmanann cee $ 33.12 31.50 17.00 15.50 40.25 38.25 S7e25 30.87 33.00 31.50 
Dividends Declared Per Share 
Hirst; @ Garter’. ackosc htc oe eens $ 0.38 0.35 O25 — — — — — — = 
Pecona Ouarten (hirsuElalt) iene ene $ 0.38 0.35 0.30 0.45 0.35 0.30 0.25 0.25 0.25 0.25 
Third! Quarter... ene eee ee $ 0.38 0.35 0.35 — — — = — = an 
Fourth Quarter (Second Half) ............. $ 0.40 0.38 0.35 0.50 0.40 0.30 0.30 0.25 0.25 0.25 
TOtaler er eaereeisari eens eae Sent ere: $ 1.54 1.43 1.25 0.95 0.75 0.60 0.55 0.50 0.50 0.50 
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TEN YEAR OPERATING REVIEW “© 


1977 1976 WAS) 1974 1973 1972 1971 1970 1969 1968 
Production Volumes Before Royalty (Barrels per day) 
Grude:@Oill— iCamadaitnueosdenoo de ocaals ec 49,538 49,234 53,012 62,295 67,410 62,586 57,669 53,727 49,973 49,943 
SS IOS poop podoesdony sean neeDe 9,900 56 — — = —_ — = = = 
Total! cesvereqsvatagvstenetarsncts ics secesntcner eee sche e nt 59,438 49,290 53,012 62,295 67,410 62,586 57,669 53,727 49,973 49,943 
Gondensate eis scaensence seis cidiece srePAnt neko 14,428 14,503 17,820 19,556 20,282 19/123 14,207 14,189 12,017 T2770 
TET Grog core a cpare ar tee secveagganic (0 sens ny aRe A 8 evel nt 7,022 6,240 7,131 6,896 6,588 4,886 3,606 3,243 2,258 1,161 
Total Crude Oil and Natural Gas Liquids 
BeforesRovalltyiiey mya cre etek ere: 80,888 70,033 77,963 88,747 94,280 86,595 75,482 MAUS) 64,248 58,381 
ATED ROY altyy ce rpeerecte mule eire rtreven telat otabeere teas 53,983 47,272 53,013 61,718 77 854 73,279 63,809 60,168 54,426 49,515 
Natural Gas Sales (Millions of cubic feet per day) 
BeforesRoyialty ements emis starters steno 408.7 417.9 419.0 436.6 434.7 421.4 392.8 378.3 336.6 278.7 
INURE COMENUNT 6: a.r0 6.6.6 Hiomom 80 On os CoAT Od Hae 267.8 278.5 305.4 348.8 363.8 BO2kS. 328.8 317.0 281.7 233.3 
Sulphur (Long tons per day) 
Production! — Before ROvaltye... lee ee 1,410 1,367 1,585 1,769 1,943 1,930 1,485 1,482 1,126 590 
—— AfterROvallty: cmparincre esr arin 1,180 1,141 1,325 1,474 1,627 1,615 1,243 1,246 955 500 
Sales ——BeforesROyalltyaemvasiaeyser yi oe 1,180 HME 856 1,152 1,195 1,018 973 1,090 896 479 
ee ier Royalty yer en nar ee 1,001 637 719 967 1,000 852 814 917 760 406 
Pipe Line 

Throughput (Barrels per day) ................ 112,093 AST LOW 116,595 111,969 114,524 112,799 90,463 81,930 70,135 66,578 

Miilesto felbnam ka Siecle mietsre te ranenay itera 450 450 450 450 450 420 420 420 420 420 

Milesiof Gathering Facilities) 22-0 sam. 94.20: 470 465 456 459 456 431 450 450 425 423 

Well Data 
Net Exploratory Wells Completed 
G@anadat— OMe rantomorenr ee sG this seme Gane © 1255) 2.9 2S 5.6 UE 6.1 DAO aed 4.0 4.8 
== (SAS myo wunre orale = cee Moen leve wre 19.7 11572 11.2 16.5 16.9 3} OW 8.1 4.9 Bee) 
ae EV Prey crareyis woisunse etc rubents tL apehin si 40.4 20.1 24.7 17.5 35:0 292) 23.0 24.0 43.1 29.5 
So} Gall Dacre: pect nercren Ca eae Eics ce een n RNP Rea 72.6 oy 38.4 39.6 60.1 50.6 3222 34.8 52.0 38.2 
Foreign Oil ever ranaiiescia site seuss fesse 0.2 — 0.5 — = — —_ — — — 
== GAS ras cee levade wackenavoiniers! diay ete waar ai 0.1 0.2 0.5 —_ —_— — — — —_ —_ 
a Tay erem enter ences sustuusrsleroyavous ie dresero a eace 2.5 25 1.9 —_ —_ — — —_ — 
Ro Gallery ato trea dehcneit nein niseeho tone AN 2.8 Ped 2.9 — = = — = — — 
Net Development Wells Completed 
Gana cl alte OI maa etme gens Met cdeistese ree: Sacre 64.4 43.5 28.9 20.3 54.0 72.6 21.8 23.8 oles) 1933 
GAS Wear ta eateries canals won Weis cpa 128.0 79.0 46.7 49.1 64.0 44.7 10.6 13.4 19.8 16.2 
SSDs acaununy said on ores eee 39.0 2ow 10.6 OFT, 13.4 14.2 Oz) P28} 6.7 6.9 
Wot alle retun tard tee 6 Merge errs centae oe aa a ete 231.4 147.7 86.2 Ueki 131.4 gsi) 41.9 49.5 58.0 42.4 
Foreiei—— Oileinerwsegue dst tcl ane worst ches 25 15 = = = = = == — a 
EE aiho oar aay Oe AUG eae — 0.1 _— _ = = = = — = 
DEY eig sorters tere Sa eenteen enon sine ue Rs 0.5 — — _ = = = = = = 
ROCA gee ttc eacbers cine terepiacvn ta Ae ones hers 3.0 1.6 = = = = a= = a = 

Gross Wells Completed 
Canadameurc: Seb rage isan nagen is Anayet 2 631 383 281 303 501 381 199 225 244 166 
ROLLS epsesy este oye teerse ys arc ore istie, steno eehs re aoc 40 17 8) — — = = = = = 

TOA ER ttrede Pie hers as oie oars aude otoueme ks 671 400 290 303 501 381 199 225 244 166 
Oil and Gas Rights — Net (Thousands of acres) 
Canada —Wndev eloped wanna eremrr ine 14,453 15,485 17,691 21,477 24,068 26,805 28,113 22,157 PUSS) 20,204 
I Developedunpecr rants “crcl rie a 864 768 XS) 638 596 570 544 534 512 472 
Total] Sec rRcnersrecsxsie oisvanstors-usoccer acevo ss dereretins, tl 15,317 16,253 18,420 22,115 24,664 21,379) 28,657 22,691 22,831 20,676 
Rorerene—aUindevelopederemert rt ciniin trian 5,949 2,011 563 139 an = — = = = 
= IDEVEG Peel so kcngosocutmnctasaman: 2 2 = — = = = = = = 
DO teal a ayererscteaha gees ethan Ao Ste ions, w Yon bnatsbe chats 5,951 2,013 563 139 = = — —— = = 
Reserves (2) 

Crude Oil (Millions of barrels) 7 
Gamadaisrancimnnean preci ava atoavsnay ace cnevarh exept 198.0 212.0 243.1 270.3 273.3 310.1 330.4 332.4 335.1 337.3 
HOLEIP I ocr Meter Tene Mey eve eee ote as rere ete 9.5 32 — = = = = = Ts = 

TOtallteeoee caterse yer wveses ates stones oeitorsuain eu eae nti 207.5 225.2 243.1 270.3 Pfsy 8) 310.1 330.4 332.4 33531 337.3 

Natural Gas Liquids (Millions of barrels) : 
Gama avers any warn riscsttedperemnrresscney tiga aes 75.8 81.1 33 105.5 116.2 126.6 124.7 126.8 124.9 103.8 

Natural Gas (Billions of cubic feet) aes 
Cama alt sanitev ten ax pate sta reray en aeana dean Chews) Devs 3,670 3,660 3,766 3,822 3,781 3,821 3,785 3,728 
PON CLP TN ay ares scevive no Pyey stoves smc ee re laWel aces degtreo il 1 = = = = = — == = 

Tio tall eecewranten cate aieccuscas ey duet tere win nal belies 3,380 3,374 3,670 3,660 3,766 3,822 3,781 3,821 3,785 3,728 

Sulphur (Thousands of long tons) ry _ 

ENGELS EN comcceera ee na ae Op RCO Deiat enna 7,304 7 873 9,190 9,933 10,778 10,924 11,741 11,744 11,540 11,207 
Employees 

INtumbemotsEmploy cesar nny ansrinnnrarra te 1,350 1,280 1,203 1,152 1,068 1,018 1,076 1,043 _ 938 849 

Salaries, Wages and Benefits................. $30,808 26,830 22,566 18,074 14,778 13,066 L237 10,763 9,096 7,549 


NOTES: 


(1) All dollar amounts are in thousands except for per share figures. 
(2) Including royalty volumes and the participation interests of host governments. 
(3) Includes a $98.3 million purchase of undeveloped and developed properties and related facilities. 
(4) Expresses net earnings plus the after-tax cost of interest on long term debt, as a percentage of average total assets less current liabilities other than the current portion of long term debt. 


(5) Expresses net earnings as a percentage of average shareholders’ equity. 
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Board of Directors 
At February 10, 1978 


John E. Kircher 
Ralph E. Bailey 


Ian A. Barclay 


Howard W. Blauvelt 
George H. Blumenauer 
Richard F. Haskayne 
Walter F. Light 

Gerald J. Maier 


Donald S. McGiverin 


Michael B. Morris 
Stanley G. Olson 


George T. Richardson 


Samuel Schwartz 


Stamford, Connecticut 
Chairman of the Board of Directors of the Company 
Deputy Chairman of the Board of Directors of Continental Oil Company 


Stamford, Connecticut 
President and Director of Continental Oil Company 


Vancouver, British Columbia 

Chairman of the Board of Directors and Chief Executive 
Officer of British Columbia Forest Products Limited 

Director of Hudson’s Bay Company 


Stamford, Connecticut 
Chairman of the Board of Directors and Chief Executive Officer of Continental Oil Company 


Hamilton, Ontario 
Chairman of the Board of Directors and President of Otis Elevator Company Limited 


Calgary, Alberta 
Executive Vice-President of the Company 


Montreal, Quebec 
President and Director of Northern Telecom Limited 


Calgary, Alberta 
Executive Vice-President of the Company 


Toronto, Ontario 
Vice-Chairman of the Board of Directors of the Company 
President and Director of Hudson’s Bay Company 


Stamford, Connecticut 
Executive Vice President — Exploration and Director of Continental Oil Company 


Calgary, Alberta 
President and Chief Executive Officer of the Company 


Winnipeg, Manitoba 
President of James Richardson & Sons, Limited 
Governor of Hudson’s Bay Company 


Stamford, Connecticut 
Senior Vice President — Corporate Planning of Continental Oil Company 


Committees of the Board of Directors 


At February 10, 1978 


Executive Committee: 


Messrs. Olson (Chairman), Blauvelt, Kircher, McGiverin 


Committee on Audits and Financial Controls: 
Messrs. Schwartz (Chairman), Blumenauer, McGiverin 


Retirement Board: 


Messrs. Blumenauer (Chairman), Burgis, Light, McGiverin, Olson 


Compensation Committee: 


Messrs. McGiverin (Chairman), Blauvelt, Kircher, Light 


Officers and Senior Management 


At February 10, 1978 


S. G. Olson President P. T. Black General Manager, Minerals Exploration 
R. F. Haskayne Executive Vice-President O. Humeniuk Treasurer 

G. J. Maier Executive Vice-President A. Masuda General Manager, Production 

K. H. Burgis Senior Vice-President W.E. Selby Corporate Secretary 

R. J. Hamilton Vice-President, Exploration A.R. Travers Controller 

K. W. Lloyd Vice-President, Supply and Transportation F. Callaway Manager, Corporate Planning 

R. Sedgewick Vice-President, Personnel and Corporate Services J. H. McKibbon Manager, Oil Sands 

W. D. Storey Vice-President, Production K. A. McNeill Manager, Employee Relations 

L. K. O’Bert President, Hudbay Oil International Ltd. G. Redlich Manager, Business Development 

L. B. Bannicke General Counsel and Assistant Secretary D.L. Stauft Manager, Information Systems 
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Hudson’s Bay Oil and Gas Company Limited 
Incorporated in 1926 under the Laws of Canada 


Head Office 
700 Second Street South West, Calgary, Alberta, Canada 


Principal Subsidiary Companies (All Wholly-Owned) 


Aurora Pipe Line Company 
Hudbay Exploration, Inc. 
Hudbay Mining Ltd. 

Hudbay Oil (Australia) Ltd. 
Hudbay Oil (Indonesia) Ltd. 
Hudbay Oil International Ltd. 


Transfer Agents 


Common Shares 
Montreal Trust Company, 
Calgary, Montreal, Regina, Toronto, Vancouver and Winnipeg 


Morgan Guaranty Trust Company of New York, 
New York 


Preferred Shares 
Montreal Trust Company, 
Calgary, Montreal, Regina, Toronto, Vancouver and Winnipeg 


Stock Exchange Listings 


Common Share Symbol: HBO 
Toronto Stock Exchange 
Montreal Stock Exchange 
American Stock Exchange 


Preferred Share Symbol: HBO.PR.A 
Toronto Stock Exchange 
Montreal Stock Exchange 


Auditors 
Peat, Marwick, Mitchell & Co., Calgary 


Form 10-K 


Copies of this report and the Annual Report on Form 
10-K filed with the Securities and Exchange Commis- 
sion of the United States of America are available free 
of charge by writing to the Corporate Secretary of the 
Company, 700 Second Street South West, Calgary, 
Alberta, Canada T2P 0X5. 
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